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State, Municipal and Public Housing 
Agency Bonds and Notes 





The Chase Manhattan offers trust officers and others acting 
in fiduciary capacities a well rounded service 

in this type of investment. Inquiries will receive 

the personal attention of experienced officers. 


Bond Department 
THE 


CHASE MANHATTAN 
BANK 


CHARTERED 1799 
Head Office: 18 Pine Street, New York 15 
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SIXTY YEARS... 
AND THE BEST IS YET TO COME 


Goodyear's early experiments 
with balloons paved the way for 
today’s giant airships 


GOODYEAR-BUILT AIRSHIPS 
Sky Sentinels For America’s Defense 


Back in 1914, Goodyear manufactured the first kite 
balloons to be used by the British in World War I. 


Today, Goodyear Aircraft Corporation produces a 
wide variety of equipment vital to national defense. 
Versatile radar airships built by Goodyear are the 
U.S. Navy’s newest airborne all-weather sentinels. 
Through planned diversification, this division’s activi- 
ties have been broadened to include missile guidance 
and ground support systems, rocket boosters, large 
radar antennas, jet engine thrust reversers, a complete 
“escape capsule” for jet airmen, the one-man heli- 
copter and inflatable airplanes. Goodyear Aircraft also 


GOODFYEAR 


builds GEDA, an analog computer, and supplies flight 
simulators for the armed forces. 


Everywhere, in the air, on land and sea, you will find 


Goodyear products serving the nation. This diversified 


output includes tires . . . industrial rubber goods .. . 
aviation and aircraft products . . . foam products... 
films and flooring . . . chemicals . . . shoe products 


. .. metal products ... and many more for growing 


markets here and abroad. 
e . oo 


It is through imaginative growth like this that Goodyear 
has become the world's largest rubber company. 
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This booklet based upon our long and varied experience as a 
fiduciary may help your clients understand the practical problems 
of estate planning. If our trust services can be of help 

to you and your clients, we invite you to talk with one 

of our Personal Trust Department officers. 


The booklet is available on request. 


Guaranty Trust Company 
of New York 140 BROADWAY, NEW YORK 15 


Capital Funds in excess of $400,000,000 


Fifth Ave. at 44th St., New York 36 * Madison Ave. at 60th St., New York 21 
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Mississippi valley plus 18 trunk railroads 
and the faster modern air service. It is the 
financial center of the 8th Federal Reserve 
District and of a State where national banks 
alone had trust assets of over $850 million 
at the 1957 year-end. St. Louis is the host 
city for the Mid-Continent Trust Confer- 
ence, in session as this issue went to press. 
Its proceedings will be reported next month 
‘ Missouri is the home of the first 
American school of journalism at the Uni- 
versity of Missouri and the state is en- 
deared to all Americans by Mark Twain’s 
creations of Tom Sawyer and Huckleberry 
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60 Years for Perpetuities 


I have read with interest S. Raymond 
Dunn’s article in the September issue 
entitled “A Thirty-Year ‘Minority’ for 
Rule against Perpetuities.” He and your 
readers may be interested in the fact 
that in the Province of Prince Edward 
Island, we have a sixty-year “minority” 
after lives in being for our Rule against 
Perpetuities which should adequately re- 
move the two disadvantages of the twen- 
ty-one year period which Mr. Dunn sets 
out in his article. 

As there is no preamble to the Act 
extending the perpetuity period in Prince 
Edward Island, we can only guess at the 
reasons for its enactment. Settlements 
of property by residents of this small 
Province are relatively rare. There does 
not appear to have been any rash of local 
settlements immediately following the 
extension of the perpetuity period in 
1931. It is significant, however, that 
within a short time thereafter a very 
considerable number of foreign settlors 
established settlements of property in 
Prince Edward Island. And, so long as 
certain technicalities were observed in 
the establishing of such settlements here, 
no difficulties have been encountered in 
having the settlements “construed and 
take effect in all respects as settlements 
constituted under the laws of the Prov- 
ince of Prince Edward Island in the Do- 
minion of Canada and the Court of the 
Province having exclusive jurisdiction 
to determine all matters and questions 
relating thereto and arising thereout” 
(paraphrasing a usual clause). 

It would appear therefore, that even 
without any extension of the perpetuity 
period in any of the United States, 
American settlors could now avoid the 
restrictions of the twenty-one year “min- 
ority” if they are willing to establish 
settlements in this Province. 

Charles F. Bentley, 
Manager, Royal Trust Co. 
Charlottetown, P.E.I. 
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THE DYNAMIC GROWTH OF BUSINESS fore- 
tells also the continuing and rapid growth 
of services of the modern corporate fidu- 
ciary, both in the personal and the com- 
mercial phases. This is confirmed by offi- 
cial and unofficial reports of trust 
department assets under an increasingly 
varied list of services, and was further 
evidenced by discussions at the Western 
Trust Conference in Los Angeles last 
month. Reviews of addresses appear in this 
issue and illustrate the preponderant in- 
terest in corporate employee-benefit pro- 
grams and investment policies geared to a 
volatile but progressive economy. It still 
remains for Trustees to apprise the fi- 
nancial world of the import of their in- 
vestment responsibilities, with over $4 
billion a year of new pension trust money 
and perhaps several billions more being 
re-invested in new and existing estate, 
trust and investment management accounts. 


INVESTMENT FLUIDITY IS BEING RESTRICTED 
by one department of Government (Internal 
Revenue) at the very time that the au- 
thorities responsible for orderly public 
financing are complaining of the high cost 
of bond money and the Federal Reserve 
Board is worried by the record high levels 
of the stock market. The penalty an in- 
vestor pays to switch investments or to 
get out of them — the 25% long-term capi- 
tal gains tax — stacks the cards against 
all but the most urgent changes in port- 
folios. One must be convinced that the 
75% net of a sale will become worth more 
in principal and income than the present 
holding...And adding insult to injury is 
the fact that a great part of the "in- 
crease in value" is accounted for, or off- 
set by, the inflation of the dollar, to 
which the Government itself has been a 
major contributor. Thus the investing 
public — who furnish the tools of tax 
paying industry — are forced to pay tri- 
bute on actually un-realized "gains" and 
even on losses in purchasing power where 
the market value increase does not equal 
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the lessened purchasing power of the dol- 
lar.....Money frozen in stocks with large 
market appreciation might be available 
for government or other bond investment 
were it not for the capital gains tax. 
Adjustments in "over-priced" stocks could 
be more readily brought about or desir- 
able switches made in trust and other 
portfolios. And a good deal of idle money 
might be attracted to useful employment, 
even in bonds selling at deep discounts 
which face almost certain "capital gains" 
penalty, as do stocks in an inflationary 
era....-Once a "rich=-man's" tax; today the 
capital gains tax affects everyone who has 
Shares of an investment fund, as well as 
millions owning stock outright. It is 
probably too much to expect that the tax 
on the long-term "gain" will be wholly 
removed, but it is time for a realistic 
revision of this inequitable and uneco- 
nomic tax. Perhaps alternative holding 
periods could be added to provide a 10% 
tax for securities held over a year, or a 
graduated scale with no tax after five 
years' tenure. Modification of this tax 
would probably bring more revenue to the 
Treasury than it would lose as a great 
many investors would welcome the oppor- 
tunity of periodically revising their 
portfolios at a 10% charge. Certainly 
there is little justice in taxing a sale 
when the funds are promptly re-invested. 
This principle has been established al- 
ready in the deferment allowed on sale- 
and=-purchase of a residence and should be 
applied to securities if the Federal au- 
thorities are truly interested in allow- 
ing a free market for the nation's sav- 
ings. 


REVIEW OF EXISTING WILLS IS MADE NECES- 
SARY by the new Estate Tax Act which gves 
into effect in Canada on January lst. 
Under the existing Succession Duty Act 
liability for tax falls on the benefic:- 
aries whereas the new law imposes the © ax 
on the estate as a whole, payable out <f 
the residue. Where unmatured wills al- 


Trusts AND E° ATES 








ne\ 
one 
thi 
fol 
Sti 
he. 
yeé 
en 


p= 











ar 








ready provide that succession duty should 
be paid out of the estate, no change will 
be required if the testator wishes the 
tax to be apportioned among the legatees. 
The provisions of the new Act and some of 
its deficiencies are highlighted at p. 
1018...The Death Tax Convention with the 
U.S. will doubtless be renegotiated in 
light of the new law. 


ONLY NATURE CAN GROW A TREE but it 
takes Man's labor and ingenuity to trans- 
form it into a wide variety of products “Please, dear. He probably won't be handing out 
to serve his needs, whether in the myriad the Christmas bonus for a couple of days yet.” 
creations of paperboard designers to speed 
merchandise movement or to build a home 











New Common Trust Funds 





Stertcd ; Bank Type 
for his loved ones. Paperboard and its 8- 8-57 Muskegon (Mich.) Bank & Trust Co. D 
adaptations are one segment of the dy- 1-31-58 Mercantile National Bank, Dallas, Tex. D 
ee : ; : 7-31-58 First National Bank & Trust Co., 
namic packaging industry, which, along Lexington, Ky. - ey, D 
| with other uses of Nature's great store of 7-31-58 Continental National Bank, Fort 
cellulose, is discussed at p. 1008. Worth, Tex. . —_ D 
8- 1-58 Boardwalk National Bank, Atlantic 
COMMON STOCKS OF 271 COMPANIES were City, N. J. CS(D) 
newly purchased or completely sold out by FI(D) 
one or more of the 204 Common Trust Funds 9- 1-58 First National Bank of Martinsville & 
. . Henry County, Martinsville, Va. D 
’ hat reported to T&E their equi : Ad , 
é : th P t : ad Sept on ¥ ag oe 9-30-58 Hanover Bank, New York City CS(D) 
1S or the quarter ended September 50. Eleven 10-31-58 Bank of Virginia, Richmond, Va. CS(D) 
stocks purchased in this quarter were not FI(D) 
held by any Common Trust Fund at the 1957 11- 3-58 Seaboard Citizens Natonal Bank, 
year-end. Two others, held at the year- Norfolk, Va. CS(D) 
FI(D) 
end, were sold out. (See P- 1046 ) . Code—D: Discretionary ; CS: Common Stock; FI: Fixed Income. 








AS THEY Grow... 
/ YOUR INVESTMENTS NEED CONSTANT CARE 


As a man’s investments grow, it becomes increasingly important 
to him that they receive the proper care and attention. In many 
cases the lawyer, noted for his devotion to the business of his 
clients, is unable to give adequate time and attention to the 
handling of his own investments. 

Periodic reviews of holdings, advice on the purchase and sale 
of securities, prompt collection of dividends and interest, reports 
of income for taxes and other purposes, safekeeping of securities 
—all are matters which increase in importance as investments 
grow. Many busy, successful lawyers, finding it difficult to pro- 





























vide adequate time for these matters, have found The Northern 

Trust Company’s Investment Management Advisory Service to 

.e be the solution to the problem. The fees for this service are 
modest and tax deductible. 

At The Northern Trust it will take you a minimum amount of 
time to obtain the maximum of assistance in these matters. If 
you feel this type of service may be of assistance to you, we in- 
vite you to call Mr. T. L. McDermand, Vice President, or one 
of his associates in the Trust New Business Division. 

wi THE 

1 NORTHERN TRUST 
COMPANY 

1x Northwest Corner LaSalle and Monroe Streets 

> Chicago, Illinois * Financial 6-S5S00 

j MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 

ATES | NovemBer 1958 1001 














Texas Trustmen Meet 
The Trust Sec- 


tion of the Texas 
Bankers  Associa- 
tion, holding its 
37th annual meet- 
ing in El Paso on 
October 17 - 18, 
elected as chair- 
man of its Admini- 
strative Committee 
Ross Bennett, executive vice president 
of Houston Bank & Trust Co. He suc- 
ceeds Fred Holland, executive vice presi- 
dent of First National Bank, Longview. 





Ross P. BENNETT 


The program included a talk on 
“Trust Investments” by Waid R. Van- 
derpoel, trust officer of First National 
Bank, Chicago, and one on “Probate 
Administration in Community Property 
States” by Virgil Childress, Houston at- 
torney. J. D. Buckman, vice president 
and trust officer of Fort Worth National 
Bank, spoke on “Reducing Costs in the 
Administration of Personal Trusts” and 
R. H. Feuille, El Paso attorney, dis- 
cussed the “Effects of the Jenkins-Keogh 
Bill and Similar Legislation on Trust 
Business.” “New Business Develop- 
ment” was presented by A. W. McNickle, 
vice president of Fidelity Trust Co.. 
Pittsburgh, and Dr. W. H. Elkins, presi- 
dent of the University of Maryland, 
spoke on “Bandwagon Democracy.” 
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Michigan Trust Conference 
The Fall Trust Conference of the 


Michigan Bankers Association offered a 
timely day-and-a-half program at the 
Otsego Ski Club in Gaylord. Portfolio 
management in today’s investment cli- 
mate was discussed by Douglas A. 
Hayes, Professor of Finance at Uni- 
versity of Michigan (see summary of 
his comments in investment section). 
Leonard Rynski of the accounting firm 
of Arthur Anderson & Co., dealt with 
costs and fees, and he was followed on 
the subject of attorney’s fees by Reiner 
F. Lingelbach, vice president and trust 
officer of Citizens Commercial & Savings 
Bank, Flint. 

At the final session, Stewart E. Mce- 
Fadden, assistant vice president and as- 
sistant trust officer of National Bank of 
Detroit, treated the topic of pour-over 
trusts with special reference to Michigan 
law. A comprehensive and _ unusual 


coverage of the subject of buy and sell 
agreements was presented by Edward L. 
Cobb, of the Jackson law firm of Mc- 
Cone, Badgley, Domke & Kline. Excerpts 
from it will be published in the next 
issue. 
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North Carolina Trust Section 
Elects Officers 


At the annual meeting of the Trust 
Section of the North Carolina Bankers 
Association, held in Greensboro, Octo- 
ber 2-4, R. N. Rosebro, trust officer of 
Citizens National Bank, Gastonia, was 
elected chairman. He will succeed R. F. 
Clodfelter, trust officer of Wachovia 
Bank & Trust Co., Winston-Salem. 

J. B. King, vice president and trust 
officer of Branch Banking & Trust Co., 
Wilson, was advanced to first vice chair- 
man, and Claude L. Batkins, vice presi- 
dent and trust officer of Guilford Na- 
tional Bank, Greensboro, moved up to 
second vice chairman. Newly elected as 
secretary-treasurer was Ralph P. Har- 
dee, trust officer of Guaranty Bank & 
Trust Co., Greenville. 

These men will take office in May to 
serve for the 1959-60 year. 

In addition to the election and com- 
mittee reports, addresses were given by 
Beverly C. Moore, president of the North 
Carolina Bar Association; Professor 
Norman Wiggins of Wake Forest Law 
School; and Malcolm B. Seawell, attor- 
ney general of North Carolina. 

The “Taxation Problem from the Rev- 
enue Agent’s Viewpoint” was discussed 
by W. C. Strange, group supervisor, In- 
ternal Revenue Service, Greensboro. The 
“Jenkins-Keogh Legislation” was ex- 
amined by Milton E. Hogan, Jr., vice 
president and associate trust officer, De- 
positors National Bank, Durham. “Trust 
Services from the Attorney’s Viewpoint” 
was the subject of a talk by Greensboro 
attorney, Norman Block. 


aD & & 


@ The 1960 annual meeting of the Mil- 
lion Dollar Round Table will be held at 
the Hawaiian Village Hotel in Honolulu, 
Territory of Hawaii, from May 22 to 
May 27. The dates are being announced 
this early to avoid possible conflicts with 
Company meetings and other events. 





New Study of Fringe Benefits 


A new study of the part played by 
fringe benefits in total business costs 
and employee compensation has _ been 
published by the Chamber of Commerc 
of the United States (Washington 6. 
D. C.). Weekly wages and hourly rates 
are no longer accurate measures of 
worker income or labor costs, accord- 
ing to Dr. Emerson P. Schmidt, direc- 
tor of the Chamber’s Economic Research 
Department which prepared the study 

Entitled “Fringe Benefits—1957,” the 
study is the most complete of its kind. 
It is based on a survey of 1,020 firms 
and discloses that in 1957 benefits 
averaged $981 per full-time employee, 
an increase of $162 since 1955, the date 
of the last survey. The $981 included 
pensions and insurance, vacations and 
holidays, legally required programs (so- 
cial security, etc.), rest periods and 
“other benefits.” 

Of the reporting companies, 102 had 
submitted data in each of the six bi- 
ennial surveys conducted by the Cham- 
ber. Fringe benefits for this group of 
companies had increased 2.7 times since 
1947, a rise from $420 per employee to 
$1,150. 

A table summarizing payments by in- 
dustry groups shows that 96 participat- 
ing “Banks, finance and trust compan- 
ies” averaged total fringe benefits cost- 
ing $1,294 per employee or 31.7% of 
payroll. In terms of per cent of payroll 
this breaks down as follows: legally re- 
quired payments 3.3%: agreed upon 

11.4%: paid periods 
2.3%; payments for time not worked 
8.8% ; profit sharing and bonuses 5.9%. 

A A A 

@® Dana Latham, Los Angeles attorney, 
has been appointed Commissioner of In- 
ternal Revenue succeeding Russell C. 
Harrington who resigned. Mr. Latham, a 
former president of the Los Angeles Bar 
Association, was an employee of the 
Bureau in the 20’s. 
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Officials and graduates of Trust Development School, Illinois Bankers Association. 
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Financial services for 
INDIVIDUALS 

acting as 
FIDUCIARIES 


An individual acting as Executor, Administrator, 
Trustee or Guardian —as well as his Counselor, 
Accountant or Advisor—benefits by our unusually 
experienced services to fiduciaries. 


When a Fiduciary appoints Bankers Trust as Cus- 
todian or Agent, the worry and details of property 
management and the exacting demands of record 
keeping are eliminated. All of these services are 
available, in whole or in part, as may be most helpful. 


Safekeeping of Securities 

Collections of Dividends and Interest 
Handling of Security Sales and Purchases 
Stock Transfers 

Investment Advisory Service 


Maintenance of Complete Estate, Trust 
and Income Tax Records 





Real Estate Management and Mortgage Servicing 
Depositary under Court Order 


For prompt personal attention and full information, 
simply write or telephone our Trust Department. 
We shall be glad to send a printed outline of the 
services we render as agent for individual executors. 


BANKERS TRUST 
COMPANY 


E 16 Wall Street, New York 15, N. Y. 
i 








REctor 2-8900 
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INVESTMENTS, PENSIONS, BUSINESS DEVELOPMENT 


Hold Stage at 32nd Western Regional Trust Conference 


HAT THERE HAS BEEN NO “RECES- 
pel in professional trust services, 
and that prospects seem assured for an 
even greater increase in their use, was 
evident from the content and tone of 
the American Bankers Association West- 
ern Regional Trust Conference held in 
Los Angeles on October 9-10. Some 273 
trust executives and wives, predomi- 
nantly from the eleven Western states 
comprising the conference area, at- 
tended the brief (one and one-half days 
of business sessions) but practical meet- 
ing, and enjoyed the contrast of a visit 
and dinner in nearby “Disneyland,” un- 
der the genial chairmanship of Eldridge 
Booth, senior vice president and trust 
officer of Title Insurance & Trust Co. 

The opening address by Walter Ken- 
nedy appropriately gave concise and suc- 
cessful suggestions for getting trust de- 
partments on a more suitably profitable 
basis. As former head of such depart- 
ment and now president of his bank, he 
was in a logical position to do this 
most ably and to point out ihe indirect 
but very substantial contributions that 
the trust side makes to the entire bank’s 
welfare and income. (See p. 1028.) 

Some of the problems which will per- 
plex mankind and management in ihe 
expanding worlds of time and space 
which today’s fantastic technological de- 
velopments are bringing nearer were ex- 
plored by B. F. Coggan, vice president, 
Convair Division of General Dynamics 
Corporation. Conquest of space and con- 
tact with other worlds, though seeming- 
ly fanciful at this time, will provide 
mankind with a perspective upon his 
puny earthly problems which is now 
lacking. 

Such a “society of worlds,” said Mr. 
Coggan, will require more competent 
and broad-gauge people in management 
capacities. Although “the most im- 
portant ingredient in any business is 
the human ingredient,” man still knows 
far too little about himself. He likewise 
interpreted the advent of atomic energy 
as an event “which will force all men 
and nations into interlocking industrial 
economies with living standards equal 
to those in the United States.” 


Forums on Estate Planning 


A panel, consisting of four officers 


of The United States National Bank of 
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GENERAL COMMITTEE FOR CONFERENCE 


Left to right: Frank L. Humphrey, vice president, Security-First National Bank, chairman, 
Entertainment Committee; F. Miles Flint, vice president and senior trust officer, Citizens 
National Trust & Savings Bank, chairman, Program Committee; Eldridge H. Booth, Jr., 
conference general chairman, and senior vice president and senior trust officer, Title 
Insurance and Trust Co.; Charles F. Kassebaum, vice president and trust officer, First 
Western Bank and Trust Co., Pasadena, chairman, Publicity Committee; Fay H. Kerns, 
vice president and trust officer, Union Bank, chairman, Hotel Committee; and Garnett 
J. Brooks, senior vice president, Beverly Hills National Bank & Trust Company. 

Other members of General Committee were Frank H. Schmidt, vice president and execu- 
tive trust officer, California Bank; and F. M. Smith, vice president and trust officer, Bank 





of America N.T. & S.A. 





Portland, Ore., urged banks to sponsor 
and conduct estate and trust forums in 
their own communities to provide peo- 
ple with helpful information about plan- 
ning of their estates. R. M. Alton, vice 
president and executive trust officer, W. 
R. Bradshaw, trust officer, H. E. Butler, 
trust officer, and W. D. Hinson, trust 
officer, stressed the factors of liquidity, 
flexibility, and continuing experienced 
management as being more important 
than tax minimizing devices. 

They demonstrated an estate and irust 
forum currently being conducted by 
U. S. National throughout Oregon, in 





Group from The United 
States National Bank of 
Portland, Ore., who put 
on a “Demonstration of 
an Estate and Trust For- 
um” before Trust Con- 
ference: (left to right) : 
W. D. Hinson, R. M. AI- 
ton, W. R. Bradshaw, 
H. E. Butler. 





which more than 25,000 people have 
participated. This has brought not only 
trust business but even commercial ac- 
counts. The managers of the local 
branches prepare the list of invitees and 
introduce the team from the head office. 

During the discussion, members of 
the panel individually ireated three 
main topics: (1) “Management and 


Economy Through Planning;” (2) 
“Joint Ownership Has Disadvantages, 
Too;” (3) “Your Will — What It Can 
Do for You.” Typical observations of 
interest to customers for estate planning 
services follow: 
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every case, the estate owner 








e True economy for your estate can be 
realized only through advance planning 
In almost 

will find 
it highly beneficial to enlist the services 
of estate planning specialists. 

e Attention should be given to the 
need for flexibility in your plans. Assur- 
ance of protection and security for your 
beneficiaries will depend upon the extent 
to which your estate program is designed 
to adapt itself to changing needs and 
circumstances. 

e One-time planning is not sufficient. 
Plans made today should be reviewed 
with your estate planning advisers at 
frequent intervals in the future. 

e Jointly owned property with char- 
acteristics required to pass the title to 
the surviving joint tenant upon the death 
of one owner represents a_ practical 
method by which personal and real prop- 
erty may be transferred with a minimum 
of inconvenience. However, disadvantages 
have come about as the result of the far 
reaching effect of our federal estate and 
state tax laws. Unfortunately, many 
property owners continue to accumulate 
property in joint names without proper 
legal advice. (Illustrative charts were 
used.) 

e If you neglect making a will, the 
state will distribute your property upon 
your death in a manner that may or may 
not be to the best interest of your fam- 
ily. We recommend that an owner of 
property, in arranging for the successful 
settlement of his estate, provide: 

1. A practical plan which adequate- 
ly provides for the individual needs 
of each member of the family. 

2. A carefully drawn will, prepared 
by his attorney, in which adequate 
powers are given to the executor to 
meet any problems that may exist at 
the time the estate is to be settled. 

3. The appointment of an experi- 
enced, perpetual, and qualified execu- 
tor. 

e A proper will that has been skill- 
fully prepared by your personal attor- 
ney and administered by an experienced 
and qualified executor and trustee can 
provide a degree of security obtained in 
no other way. (A check showed the long 


Dates for ABA Trust 
Conferences Set 

The 40th Mid-Winter Trust Confer- 
ence of the American Bankers Associa- 
tion will be held at The Waldorf-Astoria 
in New York next February 9-11. 

‘he 33rd Western Regional Trust 
Conference will be held October 15 and 
16. 1959, at the St. Francis Hotel in San 
Freacisco. The 34th Conference will be 
he!’ November 2, 3, and 4, 1960, at the 
Ar vona Biltmore Hotel in Phoenix. The 
Western Regional Trust Conference 
br .gs together trustmen from Arizona, 
C fornia, Colorado, Idaho, Montana, 
Nevada, New Mexico, Oregon, Utah, 
W shington, and Wyoming. 
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list of things only a will can do, e.g., 
trust arrangement, specific disposition of 
personalty.) 


Executive Training 


Effective personnel appraisal must 
provide for counseling so those ap- 
praised can use the judgment of their 
supervisors for continuing self-develop- 
ment, Ralph E. Boynton, director of 
training for the Bank of America N.T. 
& S.A., San Francisco, told the Confer- 
ence. Mr. Boynton discussed the reasons 
for and selection of personnel for train- 
ing of clerical staff and for development 
of potential executives. 


Some companies have developed ex- 
cellent means of gathering information 
but have never had the courage to let 
those appraised know the results. The 
only way they find out is through the 
grapevine. A few optomists believe they 
don’t need to know the results anyway. 
A few pessimists expect to be fired. 
Midway are the indifferent who have 
lost all hope, and who, in addition, prob- 
ably do most of the work. Really effec- 
tive personnel appraisal programs must 
provide for counseling and for continu- 
ing self-development. 

Sometimes we give management de- 
velopment opportunities to men who are 





WITH TRUST ADVERTISING 


PREPARED BY 


THE 
PURSE 
COMPANY 


The American Bar 


customer 


Association, 
paper advertisement prepared by PURSE for a 


trust institution, 











referring to a news- 


recently said: 


“This is excellent advertising . . . The individual 


lawyer, as you know, is not permitted to advertise. 


Therefore. 


which, by their 


with reference to the 


these (trust) matters.” 


the Bar is most grateful to those 
advertising, 


functions of the 


banks 
educate the public 


lawyer in 


The friendship of the Bar is a valuable asset to any 


trust institution. 


PURSE understands this and fosters 


such friendship through the advertising material it 
creates to promote trust service. 


Write or telephone us for more details. 


Te Puse Coupnay 


Headquarters for Trust peace! corte 
a Lt nd — @ = — 8 OS OO hs OE — 8 OS — Oe = = 
CHATTANOOGA, TENNESSEE 





1005 








happier balancing accounts or compil- 
ing statistics, the speaker said. The re- 
sult is usually disastrous to the man, 
the organization, or both. The man de- 
velops an ulcer, a coronary, or finds an 
expensive doctor and tranquilizers as 
he tries to do the job he doesn’t really 
want to do. The organization gets leader- 
ship that is so warped by personal prob- 
lems that the full potential of the job 
and its contributions to the company are 
never realized or even recognized. 
Another danger of management train- 
ing is that men will be developed and 
then given little opportunity to use what 
they have learned. A careful study of 


* 


present and future manpower needs is 
the best place to start any program. 
Good planning is insurance against pre- 
paring men to fill the needs of your 
competitors. 

Sometimes, Mr. Boynton said, he 
closes his eyes and sees an endless line 
of hopeful candidates waiting expectant- 
ly to be trained and developed, just as 
men line up for shots in the service. 
Unfortunately, it can’t be done by 
baring an arm and waiting passively 
for a shot of executive development. 
There is very little a bank or any other 
company can do besides provide oppor- 
tunities, together with effective counsel- 
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ing. What happens to the individual de. 
pends primarily on what he does wit! 
the opportunities and how much atten 
tion he pays to counseling. Willing and 
active participation are essential. Guide: 
self-training and guided self-develop- 
ment are closer to what actually occurs. 


The longer the delay before an em- 
ployee is given supervisory experience, 
the more difficult it is for him io be- 
come a supervisor, Mr. Boynton as- 
serted. If it takes 20 to 25 years to he 
able to make decisions on his own, don’t 
expect him to take over any major por- 
tion of department management. The 
habit of leadership must be established 
early so it will not be subordinate to the 
habit of being led. An effective devel- 
opment program must include a deter- 
mined effort by management to get 
supervisors at every level to delegate. 


The rest of the Friday morning session 
was devoted to new business develop- 
ment with particular emphasis on em- 
ployee benefit plans. These papers. by 
Earl R. Hudson, Joseph L. Healy and 
Paul A. Warner, are printed in this issue 
(see pp. 1036, 1033, 1030). 


Investment Thinking 


As might be expected in view of the 
recent dramatic performances of the 
bond and stock markets, the Investment 
Panel session Friday afternoon brought 
a capacity crowd which was rewarded by 
frank and pertinent observations and 
factual commentary based on experience 
and analyses of the panel members and 
their institutions. While the feeling 
seemed general that the “flight from the 
dollar” and a popular psychology of 
rather impetuous hope had raised stock 
quotations on average well ahead of ac- 
customed price-earnings levels and near- 
term prospects, it was remarked that ihe 
burgeoning population and technological 
advances should outweigh inflation pres- 
sures on a longer-term basis, but particu- 
lar emphasis was put on informed selec- 
tivity, which should make the facilities 
of professional trustees of more than 
ordinary value to the investing public. 
(See p. 1050 for summary.) 


Concluding the Conference came ihe 
invitation from the San Francisco <ele- 
gation to hold the 1959 meeting in that 
city, and invitation was issued by the 
Phoenix trust members for the following 
year in their city. 

A me 
@ The Financial Public Relations “ss0- 
ciation will hold regional conferences 12 
Atlanta, April 1; Cleveland, April 6: and 
San Diego, April 10. 
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John Doe 


Attorney at Law 
(Deceased) 


Yes, attorneys die, too. 


And like the doctor who’s so busy protecting 
his community’s health he neglects his own, 
many attorneys pass on with inadequate testa- 
mentary plans. 


The Hanover Bank prides itself on serving 
attorneys. 


And the services of our Estate Analysis and 
Will Review Departments are available to you 


personally, as well as professionally. 
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Trucks like this can haul 100,000-pound loads 
of timber on Diamond Gardner’s forest lands 
in California. 


Editor’s Note—The oldtime general 
store has long disappeared from the re- 
tail distribution scene, except in some 
isolated rural areas, and even in these 
reminders of the long ago it would today 
be impossible to find bulk goods as they 
were wont to be doled out of the barrel 
— crackers, sugar, flour and the other 
staples. Regardless of distance from dis- 
tribution centers, the small store today is 
stocked with a representative selection 
of articles but they are individually 
packed and cartoned. This is an era of 
mass merchandising and standardization 
in the United States and Canada such as 
the rest of the world is only beginning 
to explore. 

Packaging in itself is not new, of 
course, but the concepts of convenience 
and a built-in visible sales pitch to in- 
crease the sale unit through added con- 
venience has been evolved over the last 
two decades particularly, through the 
ingenuity of specialists in the packaging 
field, abetted by new materials. The de- 
cline of the glass beverage bottle, break- 
able, bulky, troublesome to return, with 
heavy unclean boxes if purchased in 
dozen or more lots, is understandable 
when one regards a neatly imprinted and 
convenient pack of six cans with a car- 
rying hand hole. Like comparisons are 
valid throughout the ever-expanding list 
of products which lend themselves to 
self-selling and mass merchandising. 

Overall sales of the packaging indus- 
try are expressed in the neighborhood 
of $10 billion as compared with around 
$2 billion in 1939. While part of this 
increase responds to inflationary costs 
end growth of population in the United 
States, actual volume of packages has 
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New Forms Serve New Distribution Needs 


Trusts AND Estates 14TH INVESTMENT SEMINAR 
New York — October 23, 1958 


Panel* interview with: 


Rospert G. Farsurn, President 
Perry S. Woopsury, Treasurer 


DIAMOND GARDNER CORPORATION 


tripled in the last 20 years against a 
population rise of less than one third. 
Beyond doubt, the need to protect and 
deliver safely to our military forces over- 
seas mountains of supplies during World 
War II spurred the growth of this dy- 
namic industry. 

Diamond Gardner is engaged in the 
paperboard sector of the industry, which 
comprises boxboard used for food, cig- 
arettes, soap, drugs, clothing and other 
consumer soft goods, as well as contain- 
er board which goes into corrugated 
boxes to protect durable items, as well 
as multiples of consumer goods packed 
in smaller boxes. Because of the well- 
sustained volume of consumer spending 
during the past year, production of box- 
board, according to the National Paper- 
board Association, is only down 2.8% 
in the nine months of 1958 compared 
with 1957, but container board declined 
5.3% because of the slower pace in dur- 
ables. Given a good fourth quarter, it is 
entirely possible that production for the 
full year will compare quite favorably 
with the 1957 total of 14.2 million tons, 
the industry’s second best production 
record. 

It is reported that an optimistic out- 
look for the industry’s level of operations 





*PANEL MEMBERS 


Joseph L. Seiler 
Manufacturers Trust Co. 
Charles F. Robbins 
Grace National Bank 
Thomas F. Troxell 
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United States Trust Co. 
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in 1959 prevails in the trade, based both 
upon confidence that the recovery to 
date is sound and not a flash in the pan, 
plus the normal tendency when condi- 
tions are improving to rebuild inventor- 
ies which have been allowed to run off. 
Because of highly competitive condi- 
tions, prices are only raised when basic 
costs force the issue but higher prices 
for waste paper may soon tip the scales 
in that direction. (End of editor’s note.) 


Off the Same Block 


“Diverse as Diamond Gardner’s activi- 
ties are today, the forest — directly or 
indirectly — remains the common de- 
nominator for all our products,” Mr. 
Fairburn observed. When The Diamond 
Match Co. was established in 1881. the 
forest furnished the raw material for its 
matches and miscellaneous woodenware 
but in the last five years major emphasis 
has turned toward conversion of wood 
to other than its natural state. 


The metamorphosis of this old-line 
wood products enterprise has been out- 
wardly swift but carefully planned. The 
present corporate style of Diamond 
Gardner Corporation, adopted only one 
year ago, was a decisive manifestation 
of an inner managerial ferment which 
had been working to modernize and 
broaden the scope of operations into new 
lines with more impressive growth po- 
tentials. Acquisition of General Package 
Corporation in 1955 was a clear indica- 
tion of things to come but the 1957 mer- 
ger with The Gardner Board and Carton 
Co., a 57 year veteran in its line, sig: 
nalled all-out determination to carve out 
an important niche in the fast-growing 
packaging field. 

Of total 1958 sales estimated by F resi- 
dent Fairburn at around $167 mi! ion, 
about 53% will come from molded pulp 
products, paperboard, cartons and )0x- 
es. This is a pronounced jump fror: the 
13%-17% range which ruled bei een 
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Egg cartons are only one of Diamond Gard- 

ners molded-pulp products. Others include 

disposable plates, “Foodtainer” trays for pre- 

packaging meats and produce, and industrial 
packaging. 


1948 and 1953. Matches and wooden- 
ware, which embrace clothespins, ice 
cream sticks, toothpicks and similar 
large-volume items, will represent about 
16% of sales. Sales of the 87 company- 
owned retail stores and lumber yards 
will contribute another 20%, with the 
11% balance arising from production 
of lumber. 

Although the match division now pro- 
duces only one-sixth of sales volume as 
compared with 42% as recently as 1949, 
President Fairburn observed that it con- 
tinues in a sound competitive posi- 
tion and is profitable. While the element 
of dynamic growth is lacking, it is not 
an easy business for competitors to en- 
ter on a shoestring. Top management’s 
attitude, however, is not negative; man- 
agement reorganization and new aggres- 
sive merchandising approaches effected 
this year should produce improved fu- 
ture profits. The woodenware sector, in- 
cluded in the match area, continues 
steady and profitable, also, but likewise 
does not represent a major field for 
growth. The threat of competition from 
plastics still looms if the cost factor can 
be hurdled but there is no indication yet 
of such a breakthrough. 

The profit margin of the retail yards 
and stores is smaller than in lumber 
manufacturing and this condition has 
been aggravated by unsettled conditions 
in the building trades and by reduced 
lumber prices. The California units, 
which represent about two-thirds of all 
suc outlets, are reporting satisfactory 
margins, but the New England outlets 
con ‘inue to reflect the less favorable con- 
dit ons prevailing in that area. Continu- 
ing study is being given to relocation of 
cer ain stores but, in reply to the panel, 
It as explained that a retail unit would 
no. be established in a new location sole- 
ly on the prospect of improved retail 
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store volume, but rather as a part of a 
larger integrated operation. 

Closely allied to the retail lumber 
business, of course, are the usually more 
profitable manufacturing and mill sales 
which will comprise about 11% of this 
year’s volume. This sector has been gen- 
erally profitable since the end of World 
War II, in spite of the easiness in lum- 
ber prices since July 1956. So long as 
present price instability continues, it is 
difficult to gauge profit prospects but 
lower costs in the new Red Bluff mill 
and modernization of other facilities 
will probably show reasonable profits in 
1959, even if present unsatisfactory lum- 
ber prices continue in force. 


Rsom for Expansion 


Last, but by far the most important 
divisions of Diamond Gardner, are the 
1955 and 1957 acquisitions in the egg 
carton and folding carton fields, General 
Package and Gardner, which together 
with its then existing molded pulp 
activities will account for about 53% 
of 1958 volume. The Gardner busi- 
ness holds a solid position in the in- 
dustry, specializing in printed fold- 
ing paperboard cartons and carrying 
cases for a wide variety of products, 
and furnishes both stock and special 
items. Complete printing equipment for 
offset, letterpress and gravure is avail- 
able with the most modern presses. The 
company also produces some 150,000 
tons of paperboard annually and sells 
some waxed cartons to butter and mar- 
garine producers. Paperboard facilities 
are currently operating at a satisfactory 
rate, slightly better than prevails in the 
trade generally. Rigid cigarette boxes 
are now being manufactured to meet 
public preference, as well as a new line 
of folding boxes suitable for shoes and 
other soft goods. 

While profits from the Gardner divi- 
sion paperboard and carton sales will be 
somewhat under 1957, it will earn in ex- 
cess of the amount needed to support the 
745,550 shares issued for acquisition of 
the business one year ago. Management 
has no doubts of its ability to expand 
its excellent position in the trade. 

Mr. Fairburn reported, in answer to 
a query, that the company’s competitive 
position in paperboard egg cartons is 
sound. In general, the company oc- 
cupies a prominent rank in this highly 
competitive industry. The company’s 
paperboard and molded pulp egg car- 
ton manufacturing and sales activities 
were acquired with the purchase of Gen- 
eral Package in 1955. 

The established swing to self-service 
mass marketing of foodstuffs and pre- 


packaging of a wide variety of edibles 
has engaged Diamond Gardner’s atten- 
tion with its line of molded pulp prod- 
ucts. These include molded pulp egg 
cartons and the well-known “Foodtain- 
er” pulp trays to package self-service 
meats. Four plants are now in operation 
on these items, plus molded plates for 
home and picnic use. The normal growth 
of population, plus an evident trend to- 
ward outdoor eating and in-plant feed- 
ing, augurs well for volume and profit 
growth in molded pulp plates. 

Not only has Diamond Gardner’s top 
management diverted utilization of its 
forest resources into new channels but 
it also frankly acknowledges that some 
of its production units and management 
teams had been allowed to deteriorate. 
Over the past few years active steps 
have been taken to remedy this situation 
and capital funds have not been stinted 
in installing time and _labor-saving 
equipment. Now that a shakedown pe- 
riod has passed, the executive staff seems 
to have found itself. Extension of au- 
thority at the local level as far down as 
practicable is the rule. The top executive 
of each operation is responsible for de- 
cisions within company policy and ex- 
perience in this respect has thus far 
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been favorable. The company has more 
than 10,000 employees scattered from 
coast to coast. 


New Facilities Spell Efficiency 


Heralding the modern approach to 
total utilization of raw materials, Dia- 
mond Gardner’s new Red Bluff plant, 
situated about 180 miles north of San 
Francisco on the Sacramento River, oc- 
cupies some 400 acres and represents an 
investment in excess of $25 million. 
Equipped with the latest machinery, it 
produces finished lumber to the tune of 
100 million board feet annually, as well 
as 30,000 tons of molded pulp per year 
in the form of egg cartons, plates and 
“Foodtainer” trays. Approximately 75% 
of the timber emerges as finished lumber 
or molded pulp. Waste disposal follows 
approved modern chemical procedures, 
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sonnel at all levels. Promotion from 
within is a company policy which evokes 
maximum loyalty. 

In Diamond’s widely scattered activi- 
ties, management deals with more than 
40 union locals, but some plants are en- 
tirely unorganized. Relations are report- 
ed as amicable, no labor troubles are 
presently anticipated and there has been 
complete freedom from strife in recent 
years. The company is still engaged in 
normalizing pension coverage for em- 
ployees under the separate plans of the 
constituent companies. In common with 
modern corporate practice, all executives 
take responsibility for good plant-com- 
munity relations. 


Self-Renewing Forest 


Standing timber and cutting rights 
were carried in the December 31, 1957 





Aerial view of Diamond Gardner Corporation’s recently dedicated $25,000,000 Integrated 
Forest Products Center at Red Bluff, Calif. Combined sawmill and pulp plant can produce 
90,000,000 board feet of lumber and 30,000 tons of molded pulp products each year. 


This new lumber facility, opened in 
March, permitted closing of two anti- 
quated mills and incorporation of their 
personnel into the 700-man staff in Red 
Bluff. Non-recurring startup expenses 
and excess costs of $900,000 have 
been charged off and management holds 
high hopes for the profit potential of 
this modern mill. Already planned is an 
additional 20%-30% increase in egg 
carton production capacity for 1959. 

While Mr. Fairburn asserted that 

- management caliber has been consistent- 
ly upgraded to achieve these results, the 
company has kept executive recruitment 
on an informal basis in the sense that it 
follows no ambitious schedule of college 
interviewing or training programs. This 
does not imply, however, that they are 
not alert to the need for competent per- 
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statement at cost price of approximately 
$4.7 million, or roughly $12 per acre, 
based upon holdings of 375,000 acres. 
The California acreage, according to 
Mr. Fairburn, is by far the most impor- 
tant, with an appraised value many times 
book value on the stump. He warned, 
however, that the value of these forest 
reserves to the con.pany lay in their 
availability as a steady source of raw 
material, rather than as a possible capi- 
tal gains item on the balance sheet. 
Because of the company’s dependence 
upon lumber as a source of raw mate- 
rial, Diamond Gardner follows the most 
modern forestry methods of seeding, 
selecting and lumbering, cutting only 
the estimated annual growth. Depending 
upon conditions, it is at times advantag- 
eous to buy in the open market and con- 


serve company stands. During 1957, 
outside purchases of commercial lumber 
were slightly less than half the volume 
taken from company lands, with a total 
volume handled from all sources aggie- 
gating some 315 million board feet. 


More Product Diversification 


Another activity came into the Dia- 
mond picture through the merger with 
The Gardner Board & Carton Co., namely 
a 50% interest in Dairypak-Butler, Inc., 
the balance being held by Champion 
Paper & Fibre Co. Organized in 1947 to 
produce paper milk cartons, it has grown 
to six plants in the midwest, south and 
southwest, with another plant in New 
Jersey scheduled for November opera- 
tion, and has widely diversified its prod- 
uct line to include frozen food, ice 
cream, butter and similar containers. 
This company continues to show a good 
sales growth, now exceeding a $30 mil- 
lion per annum rate. Accounts of this 
company are not consolidated. 

It has been company policy in recent 
years to dispose of foreign match hold- 
ings but this implies no lack of interest 
in other attractive situations when they 
become available. An example in point 
is the wholly owned Hartmann Fibre 
Company Limited in Great Britain. Sales 
volume and profit outlook for this over- 
seas molded pulp firm are good. This 
interest is also not consolidated and is 
carried at its cost of around $3.8 mil- 
lion. Studies are under way to consoli- 
date several foreign interests into one 
company. 

President Fairburn remarked that the 
progress in diversification of activities 
realized in recent years has justified it- 
self. Although no radical departures or 
new acquisitions are presently in the 
cards, management is on the lookout for 
new fields to develop in packaging or 
ways in which present activities can be 
expanded soundly. The objective of any 
new ventures would be realization of a 
net return of at least 10% after taxes. 
Before arriving at a decision, any new 
undertaking would be appraised upon 
its potential based on market surveys 
and trend indicators such as past per- 
formance and recent growth. 

Research and development activities 
are largely concentrated at Stamford. 
Connecticut, where improved techniques 
for molded pulp products are tested and 
new products sought out. A staff of more 
than forty specialists is maintained with 
an annual budget about $1.5 million. 


Dollars for Growth 


Commenting upon the recent re«luc- 
(Continued on page 1041) 
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Progress Report No. 2—Our new 23-story addition ... up. up. 


e The structural steel of our new Harris 
Bank Building is soaring skyward at the 
southwest corner of Clark and Monroe. 


e Ships now unloading in Chicago’s ex- 
panding seaport have sailed new sections of 
the St. Lawrence Seaway. 
e New street lighting is brightening our 
nights. 
e The Congress Street subway is speeding 
on its expressway rails. 
e New superhighways are opening in every 
lirection. 

Everywhere you look, there’s proof the 
new Chicago is on its way. 

The new Harris Bank Building fits the 
pattern of the new Chicago. When com- 
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up she goes! 


pleted in 1960, it will more than double the 
size of our present building. 

Beyond the bank’s own needs for ex- 
panding quarters, the building will offer 
modern office space for selected firms inter- 
ested in locating in the heart of Chicago. 

For over 76 years the Harris Organization 
has grown with Chicago. Right now we’re 
busy getting ready for the unlimited future 
of the new Chicago. 

If you and your customers expect to have 
business in the new Chicago, we’ll welcome 
an opportunity to show you how you could 
benefit from a correspondent service that 
offers a combination of broad experience, 
seasoned judgment, and person-to-person 
attention. 


ARRIS "BA 


Organized as N. W. Harris & Co. 1882—Incorporated 1907 


115 WEST MONROE STREET—CHICAGO 90 


Member Federal Reserve System ... Federal Deposit Insurance Corporation 
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MARKET APPROACH 10 
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Exploding Fallacies of Formulas in Valuing Closely Held Stock 


PAUL E. ORR, Jr. 


President, Management Planning, Inc., Princeton, N. J. 


F A PERSON OWNS 1,000 SHARES OF 

Eastman Kodak, he can determine the 
value of his stock at any time simply 
by referring to his daily newspaper. If, 
on the other hand, he owns 1,000 shares 
of Jones and Company, Inc., his family- 
owned business, there is no such easy 
way for him to determine its value. In 
fact, this uncertainty on something that 
is quite likely to be his major asset, 
creates serious problems for him, his 
family and his business. 


Common Valuation Methods 


Many approaches to the problem of 
valuing close corporation stock have 
been advocated and used. Various for- 
mula methods have been tried but 
no formula can take into account all of 
the pertinent factors that affect value 
and therefore the formulas invariably 
fail the acid test when they are applied 
to stocks enjoying an active market 
where the results can be compared with 
actual market values. In many cases, 
the owners of non-traded stocks assume 
that book value or some percentage of 
book value is the most practical solu- 
tion and plan accordingly. The use of 
such arbitrary values is quite com- 
mon in stock purchase agreements be- 
tween stockholders even though fair 
market value can be only half of book 
value in some cases and twice book value 
in others. 

A recent study disclosed that the mar- 
ket values of stocks listed on the New 
York Stock Exchange on a particular 
date ranged from a minimum of 11.3% 
of book value to a maximum of 527.1% 
of book value. This indicates that there 
is no reliable relationship between mar- 
ket values and book values. 

Another method used, especially when 
estate or gift taxes are involved, is ex- 
pert opinion. Too often there is a wide 
difference of opinion among the experts 
due to varying points of view and con- 
clusions based too much on judgment 
and too little on supportable facts. 


What Is Fair Market Value? 


Regardless of the method used, the 
aim is to determine the fair market 
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Pau. E. Orr, Jr. thereto, he was ac- 

tive in estate plan- 

ning as a Chartered Life Underwriter in New 

York City. He received his education at Uni- 

versity of Virginia (pre-law) and New York 
University (business administration). 





value of the stock in question. What is 
“fair market value?” In the case of an 
actively traded stock such as Eastman 
Kodak, the answer is easy. It is the price 
that can be realized in a sale on the 
open market. Where an active market 
exists, we have almost a perfect example 
of the law of supply and demand in 
operation. Investors constantly appraise 
the company’s earnings, dividends, as- 
set values and future prospects. Differ- 
ent investors will study exactly the same 
facts but arrive at entirely different con- 
clusions. Some will decide that the cur- 
rent price is reasonable and buy. Others 
will decide it is too high and sell. 

It is these conflicting viewpoints that 
make a market. However, this process 
inevitably means that favorable devel- 
opments will be reflected in rising prices 
and unfavorable developments will be 
reflected in falling prices. A free and 
active market is a very sensitive barome- 
ter of investor attitudes and is the best 
determinant of value. The federal gov- 
ernment has recognized this fact by 
specifying “fair market value” as the 
standard of value in tax cases. 

The stock of our closely-owned com- 
pany, Jones and Company, Inc., has no 
such free and active market. How, then, 
can we determine the fair market value 
of a stock that has no market? There 
is one very logical method that takes 
into consideration all factors that could 
have any bearing on its value, includ- 
ing such intangible factors as investor 
attitude, goodwill, future prospects, etc. 


We know that if the stock of Jones 
and Company, Inc. actually did have a 
market and was traded actively, the 
same law of supply and demand that de- 
termines the fair market value of East- 
man Kodak’s stock would cause Jones 
and Company’s stock to seek its proper 
level in the open market and be sensi- 
tive to changing investor attitudes. How- 
ever, since the stock is not subject to 
these market influences, the question is, 
“Where would that level be if it did 
have a market?” Since formulas are too 
arbitrary and opinions differ widely, it 
would seem logical and practical to look 
to the market itself to determine a fair 
market value. 

This does not mean that no judgment 
has to be exercised in appraising the 
market values of closely-owned stocks. 
It does mean that the emphasis should 
be on facts rather than opinion. It 
means that, in so far as possible, de- 
cisions on all relevant factors should be 
determined by the market so that the 
necessity for judgment will be reduced 
to a minimum. 


Use of Publicly-Owned Companies 


If the stock of Jones and Company, 
Inc., were selling in the open market, 
investors would have a choice of buying 
Jones and Company or the stocks of 
other companies in the same industry. 
Competition among these investors for 
investment values in that industry would 
keep any particular stock from getting 
too far out of line with the others for 
any extended period of time. Of course, 
there would be periods when some in- 
vestors would feel that Jones and Com- 
pany was too high compared with simi- 
lar companies and they would sell and 
there would be periods when other in- 
vestors would feel that Jones and Com- 
pany was selling too low in comparison 
with these companies and they would 
buy. But for the most part, this process 
of constant appraisal and judgmen: on 
the part of investors would result ir the 
stock of Jones and Company, Inc.. set- 
tling at its proper level compared with 
competing or similar companies. 

Since the readily ascertainable :.ar- 
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-et values of these similar, publicly- 
»wned companies directly reflect the at- 
‘itudes of the investing public towards 
such companies, the first step in de- 
‘ermining the fair market value of Jones 
and Company, Inc., is to select out of 
all the publicly-owned companies in the 
country, those whose businesses are most 
similar to its business. The stocks of 
these companies will have known mar- 
ket values by reason of being listed 
on an exchange or actively traded over- 
the-counter. These companies do not 
have to be engaged in an identical line 
of business. They need only be com- 
panies that are affected in the same way 
as Jones and Company by basic eco- 
nomic forces or, to put it another way. 
companies that investors would be in- 
clined to group together. For example, 
there are many technical and engineer- 
ing differences between a steel castings 
company and a cast iron foundry com- 
pany. Yet companies in both of these 
industries are similarly affected by busi- 
ness conditions, show the same general 
sales and earnings trends and, from an 
investor’s point of view, are considered 
together. 


Testing the Comparatives 


Each of these publicly-owned com- 
panies must be analyzed carefully in 
order to be sure that it is truly com- 
parable with Jones and Company, Inc. 
This is a process that does require judg- 
ment based on a practical knowledge of 
business operations. The careless or in- 
experienced person might conclude that 
two auto parts companies were similar 
but if one is a manufacturer of original 
equipment and the other is a manufac- 
turer of replacement parts, their prob- 
lems, markets and methods of doing 
business are entirely different. The com- 
parative companies must be subjected to 
a series of exacting financial tests de- 
signed to uncover any important dif- 
ferences in sales trends, net income 
trends or operating ratios that would 
make them significantly dissimilar to 
Jones and Company from an investment 
point of view. 


ompanies should be eliminated from 
the list for specific and sound reasons, 
no' on an arbitrary basis. Those that 
su'vive this selection process should 
co stitute a homogeneous group of com- 
pa ies that measure up to impartial and 
sti ct standards determined entirely by 
Jo es and Company, the closely-owned 
co ‘pany to be valued. The soundness of 
th valuation approach depends to a 
la_e extent on this selection process. In 
ac ial practice, one must start with a 
x list of every publicly-owned com- 
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pany that could conceivably be similar 
to the company to be valued and then 
gradually eliminate those that fail to 
meet the standards of comparability re- 
quired until there remains a group of 
companies more similar to Jones and 
Company, Inc., than any other publicly- 
owned companies in existence. 

The stocks of these companies are 
selling in competition with each other in 
the open market. Although some may be 
temporarily over-priced and others may 
be temporarily under-priced, alert in- 
vestors are quick to spot those that ap- 
pear to be out of line and their sales 
or purchases tend to correct such incon- 
sistent market patterns. For example, 


if Gimbel’s earnings increase suddenly 
and its stock appears under-priced as 
compared with Macy’s, the shift of in- 
vestors from Macy’s to Gimbel’s will 
quickly bring them into line. 

This dependable operation of the law 
of supply and demand makes it possible 
to establish a market appraisal pattern 
for the stock of any homogeneous group 
of companies such as we have described 
above. A careful analysis will disclose 
what relationships exist between the 
market prices of these stocks and the 
factors that determine market prices 
such as earnings, dividends and asset 
values. In other words, it is necessary 
to measure the weight that investors are 
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giving to these various factors that ulti- 
mately determine the prices they are 
willing to pay for these stocks. 


Fallacious Appraisal Methods 


It is at this point in the valuation 
process that the analyst is most likely 
to resort to rule-of-thumb formulas or 
“judgment” rather than find the an- 
swers in the market itself. For example, 
a widespread practice is to take average 
earnings over a five-year period. Why 
five years? Why not ten or three or 
some other period? Earnings over the 
last five years might happen to be most 
representative of future earnings but 
could be entirely misleading. For a 
“dying” industry hard hit by competing 
technological advances, they could be 
meaningless. For a group of fast-grow- 
ing electronics companies, earnings of 
the most recent one-year period might 
be far more significant. A study of sales 
and profits may disclose that a recent 
year was clearly abnormal because of 
a strike or some condition that is not 
likely to reoccur. The period of years 
selected would have to take all such cir- 
cumstances into consideration in order 
to reflect most accurately the probable 
course of future earnings which, in the 
final analysis, are the only earnings that 


count. Past earnings are useful only if 
they shed light on future earnings. 

One of the most common fallacies in 
appraising closely-owned stock is the 
indisc1iminate use of averages. A series 
of price-earnings ratios will be aver- 
aged and applied to the closely-owned 
company. Since the closely-owned com- 
pany is quite unlikely to be “average” 
in every respect, enormous errors can 
result. 

The Internal Revenue Service has in 
the past used various formulas as a 
general guide or starting point in seek- 
ing to arrive at the fair market values 
of closely-held securities. One of these 
formulas provides for the computation 
of three separate values: one based on 
book value, one based on earnings and 
one based on dividends. These three val- 
ues are then averaged which, of course, 
gives equal weight to each. Several years 
ago, in a study conducted at Princeton 
University, this formula was applied to 
companies whose market values were 
ascertainable because of having actively 
traded stock in the hands of the public. 
The study concluded that any relation- 
ship between the values arrived at 
through the formula and these actual 
market values was purely a coincidence. 

The formula approach falls down in 
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practice partly because any formula is 
too general to be realistic and partiy 
because of the crude averaging tecli- 
niques involved. These weaknesses have 
been recognized by the Treasury De- 
partment in Revenue Ruling 54-77, its 
own regulatons governing the valuation 
of closely-owned securities. The follow- 
ing excerpts are particularly interesting 
and informative: 


“Determination of fair market va,- 
ue, being a question of fact, will de- 
pend upon the circumstances in each 
case. No formula can be devised that 
will be generally applicable to the 
multitude of different valuation issues 
arising in estate and gift tax cases.” 

“Because valuations cannot be made 
on the basis of a prescribed formula, 
there is no means whereby the vari- 
ous factors in a particular case can 
be assigned mathematical weights in 
deriving the fair market value. For 
this reason no useful purpose is 
served by taking an average of sever- 
al factors (for example: book value, 
capitalized earnings and capitalized 
dividends) and basing the valuation 
on the result. Such a process excludes 
active consideration of other perti- 
nent factors, and the end result is in- 
capable of being supported by a real- 


istic application of the significant 
facts in the case except by mere 
chance.” 


Appraisal by Correlation 


One of the most accurate and satis- 
factory methods for measuring the in- 
fluence of these various determinants of 
value on market price and thereby estab- 
lishing a market appraisal pattern is the 
statistical method known as correlation. 
Through a simple correlation between 
the known earnings and market values 
of a homogeneous group of comparative 
companies, a pattern will emerge. This 
pattern will indicate the rate at which 
market values within the group increase 
as the rate of earnings increases. A 
mathematical scale of values can thus 
be established which accurately reflects 
the influence of earnings on market val- 
ues in that particular group of com- 
panies. The closely-owned company may 
then be fitted into its proper place in 
this market appraisal pattern established 
by the publicly-owned companies. Its 
rate of earnings (a known factor) will 
determine what market value (the un 
known factor) these earnings justify. 

Of course, market values are deter- 
mined not by one factor such as earn- 
ings but by many factors. Some of the 
other pertinent factors are taken into 
consideration during the selection }roc- 
ess when comparative companies are 
measured against appropriate standards. 
Others, such as dividends and asset val- 
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ues, may be handled by correlation. A 
‘ore precise statistical tool known as 
multiple correlation. makes it possible 
to measure the influence of several dif- 
ferent factors on market value and give 
proper weight to each. In the usual 
situation, a market appraisal pattern 
established through this multiple corre- 
lation technique for a particular indus- 
try or group of similar companies is 
about as accurate and impartial a pic- 
ture of the investment situation within 
that industry as can possibly be pre- 
sented. When the objective is to estab- 
lish “fair market value,” it would seem 
only reasonable to go to the market it- 
self and analyze that market with the 
most precise and scientific measuring 
techniques available. 


Allowance for Lack of 
Marketability 


There is still one important difference 
between the value of closely-owned 
stock arrived at by this method and 
the values of the publicly-owned stocks 
of the comparative companies. This 
method indicates the price at which the 
stocks would sell if it had an established 
market and was actually selling in the 
market in competition with the stocks 
of the comparative companies. The com- 
parative stocks actually have a market. 
The closely-owned stock does not. Other 
things being equal, a marketable stock 
is more valuable than a non-marketable 
stock. Therefore, a final adjustment is 
necessary in order to allow for this lack 
of marketability. 


Here again, many experts have ex- 
pressed varying opinions as to the dis- 
count that should be applied to closely- 
owned stock to allow for this adverse 
factor. Are there any available facts that 
offer a more convincing answer to this 
problem? It would seem logical to base 
this discount on the costs that would be 
incurred by stockholders if they de- 
cided to create a market for the stock. 
In other words, the difference in value 
between marketable stock and non-mar- 
ketable stock is the cost of making the 
non-marketable stock marketable. 


Can these costs of making a stock 
marketable be determined in advance? 
Periodically, the S.E.C. makes public 
the actual costs that have been incurred 
by corporations in floating new issues 
of securities. Although these figures are 
not broken down sufficiently to fit every 
individual case, they are the best avail- 
abl. information on this subject and do 
ma'e it possible to estimate closely the 
the costs of selling varying amounts of 
sto: in different industries to the pub- 
lic. thereby creating marketability. 
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These costs also provide a logical and 
factual yardstick by which to measure 
the discount that should be applied to 
the value of closely-owned stock deter- 
mined by the compartive method to al- 
low for its non-marketable status. 


Important Uses of Valuations 


The owner of close corporation stock 
faces many decisions that require knowl- 
edge of its actual “fair market value.” 
His attorney, accountant or banker can- 
not advise him intelligently without hav- 
ing a realistic idea of what his stock is 
worth. For example, someone may offer 
to buy him out. A large corporation may 
sound him out on the possibility of a 
merger. He may want to make gifts of 
stock to his children. If he wants to 
pass control of the business to his son 
at death, he certainly will want to esti- 
mate his potential estate taxes and pro- 
vide liquid funds to pay them. If the 
business grows rapidly and_ requires 
more capital than he can provide, he 
may want to sell stock to the public. 

All of these situations require an ac- 
curate, dollar and cents appraisal of his 
stock. In fact, this knowledge is so es- 
sential in planning corporate and _ per- 
sonal affairs that many companies keep 
a current valuation of their stock avail- 
able at all times and use it constantly 





in the operations of their businesses. At- 
torneys and bankers who have special- 
ized in such matters appreciate the im- 
portance of having such valuations 
based not on formulas or guesses but 
on a scientific study of the market it- 
self, 
A AA 


Penney Heads CPAs 
H. Pen- 


ney, partner in the 
San Francisco firm 
bearing his name, 
was elected presi- 
dent of the Ameri- 
can Institute of 
Certified Public 
Accountants at its 
annual meeting 
last month. A 1917 graduate of the Uni- 
versity of California where he earned 
four letters in rowing (one of only two 
ever to have done so), Mr. Penney is a 
past president of the California Society 
of CPAs. 

Four vice presidents were chosen: 
John W. Queenan of Greenwich, Conn.; 
Robert J. Murphey of Decatur, IIL; 
William P. Hutchison of Portland, Ore.; 
and Hugh M. Mercer of Atlanta. The 
new treasurer is Thomas D. Flynn of 
Sands Point, N. Y. 
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HANDLING OTHER PEOPLE’S MONEY* 


J. G. HUNGERFORD 


President, National Trust Co., Ltd., Toronto 


RUST SERVICES ARE NOT AS WELL 
T understood by the public as the trust 
companies think they are even after 86 
years and with trust companies manag- 
ing a very large part of the property 
and savings of Canadians. A request was 
recently received at our Winnipeg Office, 
for example, for a quotation on shipping 
a herd of cattle to Toronio. The prospec- 
tive client, a cattleman, was a literal 
character, who had seen our advertise- 
ment as Stock Transfer Agent. 

The work of the company trustee 
today can be summarized as first, the 
management of other people’s property, 
and second, a sort of caretaker for in- 
vestors in Canadian corporate enterprise. 
The magnitude of the field has been 
expanded in recent years through funds 
that have flowed into Canada from the 
United States and from overseas coun- 
tries for investment management by 
Canadian trust companies. 

While the growth of estates and trusts 
has been phenomenal, one should not 
forget that each year as estates are 
settled, there is a steady flow of wealth 
out of the hands of the trust companies 
back into the community. It is estimated 
that the total amount of income and 
capital paid out by Canadian trust com- 
panies during 1957 from estates, trusts 
and agencies was in excess of $600 mil- 
ion, or about $2.5 million a day. Last 
year trust companies in Canada dis- 
bursed for Canadian corporations $375 
million in dividends by nearly 4 million 
separate checks. 

The job of managing wealth has be- 
come too complex for the average in- 
dividual. It requires knowledge and ex- 
perience in investment, trust accounting, 
real estate, mortgages, succession duty, 
income taxes and so on. Taxes alone are 
a bugbear to us all. When I entered the 
business there was one Succession Duty 
Act. Today in Ontario there are two. The 
Dominion Act is now going to become 
an Estate Tax Act, so in the future we 
will have two types of death duties. In 
those early days there were no such 
things as tax deductions, gift taxes, re- 
ciprocal agreements . . . The Income 
Tax was not a very imposing document. 
One all important aspect of estate ad- 
ministration is investment. One very 


*Excerpts from address before Canadian Club 
of Toronto. 


obvious reason why investing today is 
far more difficult and exacting than ever 
before is that there are more investment 
opportunities to think about. Corpora- 
tion borrowing in Canada, for example. 
amounted to nearly $9 billion during the 
30-year period ending in 1957. But the 
years since World War II account for 
nearly $7 billion of that total. Equity 
financing since the Second World War 
alone has resulted in more than 1,000 
new listings on our stock exchanges. 


Statutory restrictions governing in- 
vestment powers given to trustees are 
obsolete. Present provisions in the On- 
tario Trustee Act are substantially the 
same as in 1886. Nova Scotia is the only 
province so far that has widened the in- 
vestment powers of trustees. 

The trust company has also a role in 
another field. As registrar of stock it has 
to guard against the over-issue of shares 
—an important job one doesn’t hear 
much about. Trust companies transfer 
shares, disburse dividends, and mail an- 
nual statements — tasks that demand a 
high degree of accuracy. They also 
represent the many individual holders 
of bonds. An important example of this 
service lies in the part played by the 
trustee in construction issues. If the com- 
pany borrower gets the investors’ money 
but for some reason cannot complete the 
plant, the partly finished product will 
not be good mortgage security nor pro- 
duce earnings to pay back the invest- 
ment. Customarily, therefore, the pro- 
ceeds of the underwrting are paid to the 
trustee and paid out only as_ work 
progresses and after the trustee is satis- 
fied that remaining funds are sufficient 
to complete the job. 


Canadian trust companies provide a 
most useful stabilizing force in the econ- 
omy. For many years also they have 
played a most important part in provid- 
ing funds for housing and building con- 
struction from moneys generated 
through savings, estates, trusts and 
agencies and extensively used for mort- 
gage lending. 


The future will see not only a ire 
mendous expansion of the trust busin 3s 
in all its departments, but as well a su- 
stantial increase in the number of tr 
company offices for the convenience »f 


the public. 
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CANADA'S Estate Tax Act 


Succession Duty System Replaced 


R. A. KNIGHTON 


Tax Consultant, The Canada Trust Company, London, Ontario 


HEN BILL 248 WAS PRESENTED TO 

\\) the Canadian House of Commons 
several months ago, the first step was 
taken towards replacing the Dominion 
Succession Duty Act with an Estate Tax 
Act. The Bill embraced a completely 
new system of tax for Canada, depart- 
ing from the principle of taxing the 
beneficiaries of an estate according to 
the amount received and his or her re- 
lationship to the deceased, and intro- 
duced a system which imposed tax on 
the estate itself.* 

The proposed system of taxation con- 
tained many favorable features, such as 
exemptions based on the dependents’ 
surviving a deceased person and, of 
course, the simplicity of tax calcula- 
tion. It was generally believed that the 
new system would also be economical to 
administer from the government’s view- 
point. On the other hand, the Bill con- 
tained a number of unfavorable sections 
which were designed to close alleged 
loopholes in the Succession Duty Act. 
The draftsmen of the proposed legisla- 
tion successfully closed the loopholes 
but, in almost every instance, the new 
law favored the tax collector. 

Fortunately the government was far- 
sighted enough to ask for comment 
from interested and informed _indi- 
viduals and organizations concerning 
the new legislation, and out of the many 
briefs prepared by these groups, a com- 
pletely new Bill, Bill C-37, was drafted. 
It is essentially this new Bill which has 
been accepted by the government and 
which has received Royal Assent. The 
Estate Tax Act becomes law on January 
1, 1959. The delay in instituting the new 
law is to allow testators to make any 
changes necessary in the light of the 
new legislation, and also to allow the 
government offices time to set up new 
administrative procedures. 


Exemptions 


From a tax viewpoint, the system of 
taxation remains the same as that first 


*See this author’s analysis in TRUSTS AND Es- 
TATES, May 1958, p. 404. 
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proposed in Bill 248. The rates of tax 
are unchanged but the exemptions have 
been slightly altered. No estate of 
$50,000 or less is subject to tax. Where 
the estate of a man is valued in excess 
of $50,000, and he is survived by his 
wife, a $60,000 exemption may be ap- 
plied to his estate plus an additional 
$10,000 for each dependent child. Where 
a woman is survived by her husband 
who at the time of her death was de- 
pendent upon her because of physical 
disability, and by a dependent child, a 
$60,000 exemption may be applied to 
her estate plus an additional $10,000 
for each dependent child, presumably 
including the child by reason of whom 
the $60,000 can be claimed. In all other 
cases a $40,000 exemption may be 
claimed plus $15,000 for each dependent 
child. 

Based on the foregoing, the estate of 
a man who is survived by a wife and 
three dependent children, or of a woman 
survived by a dependent husband and 
three dependent children would be ex- 
empt up to $90,000. However, if the wo- 
man is not survived by a dependent hus- 
band but is suvived by three dependent 
children, her estate would be exempt up 
to $85,000. In every instance where 
reference is made to a dependent child, 
the definition includes all children under 
21 years of age and children 21 or over 
but dependent because of mental or 
physical infirmity. 


Joint Property and Insurance 


The new Act includes in the estate 
all assets no matter where situated which 
the decedent owned or of which he had 
power to dispose, with the exception of 
assets held in community of property 
in which case only one half of the value 
would be included. Where property is 
owned jointly by the deceased and some 
other person or persons, such property 
is included only to the extent of the de- 
ceased’s ownership interest. For exam- 
ple, if the deceased and his wife jointly 
owned a home valued at $25,000, only 
$12,500 would be included in the de- 


ceased’s estate, even though the deceased 
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might have provided all of the funds for 
purchasing the home. 

Insurance is included only to an ex- 
tent of the deceased’s interest in the 
policy. If a wife purchases insurance on 
her husband’s life, paying the premiums 
out of funds advanced to her by the 
husband, such insurance is not con- 
sidered a part of the husband’s estate 
so long as it can be proven that the hus- 
band had no ownership interest in the 
policy and in no way exercised any con- 
trol over it. 

In making this complete departure 
from the law under the Succession Duty 
Act, the new Act gives recognition to 
the husband and wife partnership in a 
marriage and compensates to a_ large 
degree for the inequity of the advantage 
held by individuals married in a juris- 
diction where community of property 
is recognized. 

Bill 248 had a rather vicious approach 
towards insurance purchased on the life 
of an individual by a corporation con- 
trolled by him. In such instances, the 
insurance was to be added to the estate 
of the deceased as if he had purchased 
it personally. Because the Bill did not 
specifically cover the point otherwise, 
it was apparent that the same insurance 
would also affect the valuation of the 
deceased’s interest in his company, caus- 
ing the same asset to be included twice. 
The new Act contains a provision that 
only the amount of such insurance which 
is in excess of the aggregate of the 
earnings, less losses, of the last five com- 
plete fiscal years prior to death, will be 
included in the estate. The Act contains 
a further provision that where such an 
amount is included as an estate asset. 
it is not to be included when arriving at 
a value for the company. 


Pensions and Annuities 


Although the Act excludes from the 
estate certain items now included under 
the Succession Duty Act, other assets 
previously excluded are now included. 
The two most significant changes are 
the inclusion of foreign real estate and 
death benefits paid to the estate by an 
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employer in recognition of the service 
given by the deceased. 

The Act also contains a provision that 
in valuing the assets of an estate, no 
recognition will be given to an inherent 
tax liability. This is perhaps one of the 
most unfair provisions of the Act. It 
gives no recognition to the fact that 
Income Tax is payable on most pension 
and annuity payments, most death bene- 
fits paid by an employer, and all dis- 
tributions of a corporation’s surplus. 
Pensions and annuities provided by the 
deceased are included in an estate at 
a lump-sum valuation, or, if payments 
are continued to a beneficiary, at the 
commuted value of such payments. In 
almost all cases income tax must be paid 
when payment is received. 


The inclusion of a death benefit as an 
asset is not understandable because it 
is not an asset of which the deceased was 
competent to dispose at the time of his 
death. However, the Act does include 
such payments but makes no allowance 
for the fact that the death benefit is sub- 
ject to income tax. Unfortunately, in a 
great number of instances, the double 
taxation will hit smaller estates. Since 
the government has taken great strides 
in streamlining its taxing statutes, it is 
to be hoped that this apparent inequity 
will soon be amended. Relief could be 
given by adopting a tax reduction simi- 
lar to the dividend credit allowed by the 
Income Tax Act. 


Interpretation Needed 


As is the case with all new statutes, a 
number of provisions will be difficult to 
interpret until Regulations governing 
the Act are compiled. For example, in 
the instance previously mentioned con- 
cerning life insurance purchased by a 
corporation, a five year earning period 
is a basis for exemption but no mention 
is made of the exemption allowed if 
the business has been incorporated less 
than five years. 


Another provision allows the gross 
estate to be reduced by an amount 
actually paid as a bequest to a recog- 
nized charity but no provision has been 
made for those estates which pass to 
charity upon the death of the income 
beneficiary who also perhaps has had 
encroachments into the estate capital. 


Regulations will, no doubt, clarify such 
situations. 


Foreign Taxes 


The Act provides for a reduction of 
taxe- where tax has been paid on the 
asse's to other taxing authorities. Two 
of Canada’s provinces, Ontario and 
Quebec, still levy succession duties. The 
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Estate Tax Act allows a 50% reduction 
of estate tax paid on any asset which 
has been subject to provincial tax. 


An allowance is also made for taxes 
paid to authorities outside of Canada in- 
cluding countries with which Canada 
has no tax treaty. In addition, where 
a gift has been added back to the estate, 
any gift tax which has been paid on such 
gift is deductible from the estate tax 
payable. 


The Canadian assets of a non-resident 
of Canada, less all liabilities directly at- 
tributable to such assets (mortgages, 
bank loans, etc.), are taxed at a flat 
rate of 15%. 


Other New Aspects 


There are several other new features 
introduced in the Act. For example: es- 
tate tax which can be apportioned to the 
value of a pension or annuity that does 
not come under the control of the ex- 
ecutor can be paid in six equal annual 
instalments; no tax is payable where 
it is computed to be less than $25; ap- 
peals against assessments may be made 
to the Income Tax Appeal Board, a low 
cost Court which refunds the filing fee 
of $15 if the appellant is successful in 
his appeal. 

From almost every angle, the new Act 
appears to be one which will meet with 
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the general approval of the public even 
though some may be of the opinion that 
the exemptions and allowances are not 
generous enough. 


Testamentary Revision 


Generally speaking, the only amend- 
ments necessary in existing wills are 
those which deal with the payment of 
tax. At the present time, many wills con- 
tain a clause which states that all Suc- 
cession Duties, estate and inheritance 
taxes must be paid out of residue as a 
debt of the estate. Wills which contain 
such a clause do not need amending if 
such is still the testator’s wish because 
the provision complies exactly with the 
theory of an estate tax. Under the Suc- 
cession Duty Act, each beneficiary 
would be responsible for the payment of 
duties on his or her legacy if such a 
provision were not included. 

In a number of cases, testators have 
not incorporated Succession Duty 
clauses in their wills because it is their 
intention that each beneficiary should 
bear any taxes exigible. If this is still 
the testator’s wish, it is necessary to in- 
clude an apportioning clause in the will 





which, in effect, apportions the estate 


tax over the legacies. 


Other wills contain a clause which 
have some Succession Duties paid by the 
estate, but stipulate that the duties on 
certain other legacies must be borne by 
the beneficiary. If the funds for the pay. 
ment of duties in the latter instance 
come from assets not included in the 
estate, such as insurance purchased by 
the beneficiary on the life of the de. 
ceased, there is every reason to believe 
that such amount will be a gift to the 
estate and subject to gift tax with the 
introduction of the Estate Tax Act. 


No doubt, as the Act comes into 
force, many new situations will arise, 
creating difficulty for executors and tax 
collectors alike, but amending legisla- 
tion will probably be forthcoming from 
time to time which will make the new 
Act a workable and acceptable statute. 
In any event, the Canadian government 
has recognized the fact that the Suc- 
cession Duty Act in its present form was 
an unpopular piece of legislation, and 
has taken a major step in correcting the 
situation. 





Canada Makes Income Tax 
Changes Affecting Fiduciaries 


Of the Income Tax amendments 
passed at the recent session of Canada’s 
Parliament, the following are of par- 
ticular interest to fiduciaries: 

1. Estates and Trusts — Non-resident 

Beneficiaries 

Under Section 63 (4) of the Act, 
which relates to the taxation of the in- 
come of a trust or estate, it is provided 
that in computing such income there 
may be deducted such amounts as are 
paid out in the year to a beneficiary. 
The beneficiary includes such amounts 
in his own taxable income. A new sub- 
section (4a) has been added to provide 
that a non-resident trust or estate may 
not reduce its income that is subject to 
Canadian tax by amounts that are paid 
out to non-resident beneficaries. 


2. Estates and Trusts — Rental Income 

Under the Act, rental income from 
real property received by beneficiaries 
through a trust or estate is classed as 
“Earned Income” and as such is not 
subject to investment surtax. By an 
amendment to Section 63 of the Act, in 
the form of a new sub-section (10a), it 
is provided that where a trust or estate 
receives or distributes rental income 
from real property as well as income 
from other sources, it may allocate the 
portion of the rental income that shall 
be deemed to be received by each bene- 
ficiary. 


3. Refund of Gift Tax exceeding Suc- 

cession Duty 

Section 115 of the Act has_ been 
amended to provide that in respect of a 
death after June 17th, 1958, the amount 
by which any gift tax paid on a gifl 
made within three years prior to death 
exceeds any Succession Duty or estate 
tax subsequently imposed on that gift 
under any Act of the Parliament of Can- 
ada, will be refunded. 


4. Exemption of Gift Tax on home or 
farm 

A new paragraph has been added to 
Section 112 (4) of the Act to provide 
certain exemptions with respect to gifts 
in connection with a home used by the 
donor and with respect to a farm prop- 
erty used by the donor and the spouse 
as their home. These will be exempt 
from gift tax to the extent of $10,000. 
Similarly, a gift to a child of the donor 
of farm real property to be used in farm 
operations carried on by the child or by 
the child and the donor, will be exempt 
from gift tax to the extent of $10,000. 
It is further provided, however, thai such 
exemption shall apply only once during 
the lifetime of the donor. 

A number of technical amendments 
have been made to those sections f the 
Act which have to do with em) !oyee 
pension plans, employee profit-s! aring 
plans and registered retirement se ings 
plans. 


—Reported by L. G. Goodenou 
Toronto, legal editor for Ov 
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Reports to Beneficiaries 


Reports to beneficiaries and parties 
in interest should be assembled in con- 
cise and comprehensive form, yet be 
simple enough for a layman to under- 
stand, Melvin A. McGlasson, trust offi- 
cer of First National Bank & Trust Co., 
Oklahoma City, told the Conference of 
the Trust Division, Oklahoma Bankers 
Association, on September 6. The pri- 
mary object is to convey the activities 
of the trust during a certain period. 
Many banks send a covering letter with 
the report. 

Photostat copies of the ledger sheets 
showing both principal and income ac- 
counts are satisfactory, in the opinion 
of the speaker, if a summary of receipts 
and disbursements is added. If there are 
any errors in the ledger, those sheets 
can be pulled out and redone in entirety 
by the bookkeeper, saving time in the 
long run. If photostats are to be used, 
however, it is best to keep this in mind 
each day as the tickets are made up for 
entry on the books. Abbreviations should 
be used sparingly or not at all. 

The report is an important part of the 
bank’s public relations program and 
should have quality, Mr. McGlasson said, 
especially since trust beneficiaries are 
also trust prospects. There is always 
room for improvement in some form or 
other, and good ideas may be generated 
by the questions of those who receive the 
reports, even when the question on first 
blush may seem stupid. 

Reports at the speakers’ bank used to 
be on a calendar year basis, but an effort 
is being made to put new trusts on a 
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fiscal year. Information needed by the 
recipients for their tax returns is sent 
in a letter. 

Reports should show the full volume 
of the work being done, as far as is pos- 
sible — especially if the trust depart- 
ment is renegotiating its fees. If the ac- 
count is invested in the Common Trust 
Fund, send the Fund’s annual report 
with the beneficiary’s own statement. If 
the account is largely in the closely held 
stock of one corporation, send a letter 
once in a while to advise of the trustee’s 
activity with regard to it. If real estate 
is involved, it would show a courtesy to 
advise the beneficiaries of inspections 
made and the condition found. 


Reports on pension and profit sharing 
trusts require more than just cash re- 
ceipts and disbursement and a list of as- 
sets. “In some cases we furnish a full 
typed report that shows the cost of the 
security, the market value as of a given 
date, appreciation or depreciation, the 
yield on market, the yield on book, and 
the percent of each asset of the totai 
amount of the fund. Sometimes this is 
done quarterly, semi-annually, or just 
once a year. Annually we advise each 
of the participants the amount that was 
credited to his account for his retire- 
ment, the balance that he had on hand 
in the fund, and the investments in the 
trust.” 

Additional reports involve additional 
expense. Each trust department must de- 
termine whether it can absorb this cost, 
allow for it in the original fee arrange- 
ments, or attempt to renegotiate. At the 
speaker’s bank, special reports used to 
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be typed. Now they are equipped to han. 
dle it on IBM and these reports are usu- 
ally done this way. They show the saine 
information as formally, but Mr. Me- 
Glasson favored adding a summary sheet 
for total dividends received, total rents, 
total interest, etc., together with costs 
of operation including disbursements as 
to fees or to the beneficiary. Since all 
reports — annual or special — add to 
costs, they should be studied for ways to 
cut costs without losing quality. 

An annual report should go out on 
time, within 10 days or two weeks, if 
possible. . . . A good-looking report that 
furnishes the recipients with full infor- 
mation will help them realize “they are 
getting value received from the trust and 
the trustee.” 

A A A 


Canadian Speakers Bureau 
Presents Trust Subjects 


The Speakers Bureau established by 
the Public Relations Committee of the 
Trust Companies Association of Canada 
last year provided for 14 talks in the 
Toronto area. These were chiefly on es- 
tate planning and pension trusts. This 
autumn letters were sent to 103 service 
and church men’s clubs in the area and 
already eight speakers have been pro- 
vided on estate planning and the New 
Estates Tax Act. 

The committee is considering a Wo- 
men’s Trust Forum for next April. In- 
vitations would be sent to some 500 wo- 
men to obtain an audience of 200 to 300. 
The film “So Little for Eve” would be 
shown and four speakers would give 
brief talks on “Capital Encroachments,” 
“Investing Estate and Trust Dollars,” 
“The Importance of a Will,” and “How a 
Trust Company can Assist the Effect of 
Estate, Gift and Income Taxes.” Trust 
officers of other sponsoring companies 
would attend and answer questions. 


A A A 


Suggests Consolidated Estate 
Planning Committee 


The Committee on Relations with 
Trust Officers recommended at the an- 
nual meeting of the National Associa 
tion of Life Underwriters that one 
overall committee in the estate planning 
field be established to replace this com 
mittee and the others concerned with 
relations with accountants and attorneys. 

The Committee on Estate Planning 
reported that it had established a sub- 
committee to work on the promotion of 
estate planning as a specific skill and 
prescribing courses of study leading t 
a professional award or designation i 
dicating proficiency in this field. 
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AppRAISAL OF Recent TAX DECISIONS” 


ROBERT L. HINES 


Attorney, Charlotte, North Carolina 


\ Fidelity-Philadelphia Trust Co. v. 
| Smith, 78 S.Ct. 730, Haines, 76, pur- 
chased a single premium life insurance 
policy and a single premium annuity. 
The life insurance could not have been 
purchased by itself. Haines then gave 
away the life insurance. The Commis- 
sioner tried to tax the insurance as a 
part of the estate. The U. S. Supreme 
Court disagreed, holding that there were 
two separate contracts, and that there 
was no retention of a life income and 
gift of a remainder, only the gift of an 
entire contract. It must be kept in mind 
that the contemplation of death section 
may still throw the insurance into the 
taxable estate. Still it would seem to 
be worth trying because of the possi- 
bility of living more than three years 
or receiving credit for gift taxes paid 
if the insurance is included. 

United States v. Bess, 78 S.Ct. 1054 
and United States v. Stern, 78 S.Ct. 
1047, decided last June, involved trans- 


| feree liability of an insurance benefi- 


ciary for a decedent’s unpaid income 
taxes. In the Stern case there was no 
perfected lien; in the Bess case the tax 
lien had been perfected. In the former, 
Kentucky law freed the proceeds from 
transferee liability in the absence of 
fraud; thus the entire proceeds were 
free of the long tax tentacles. In the 
latter, because the lien had been per- 
fected before death, and because New 
Jersey law gave the decedent a property 
right in the cash surrender value, that 
much of the proceeds was subjected to 
transferee liability. 

These decisions give us two points 
to remember: 

1. State law must be examined to 
determine if an insurance beneficiary 
can be held liable, and 

2. Unless the beneficiary is a widow 
who has filed a joint return or is the 
decedent’s estate, the “at risk” portion 
of the proceeds will pass free of trans- 
feree liability, irrespective of a per- 
fected Federal tax lien, unless the 
State law gave the decedent a property 


rieht in the policy above the cash sur- 
render value. 


Section 2039(c) of the Internal Rev- 


ti amary of remarks at Financial Public Rela- 
jons Assn. Convention, Sept. 29, 1958. 


a 
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enue Code excludes “annuities and other 
payments” received from a qualified re- 
tirement plan frem the gross estate. To 
the happy surprise of many, the new 
estate tax regulations seem to say that 
“other payment” includes all the insur- 
ance under such a plan even though the 
death proceeds exceed the cash value 
of the policy. If this is so, it means that 
the at-risk portion of the insurance will 
escape both income taxation (as pro- 
ceeds of life insurance) and estate tax- 
ation (as within 2039(c). I believe that 
this is the proper interpretation of the 
regulations but I think that the Com- 
missioner will not follow through or 
else Congress will spell out the limita- 
tions of insurance in such plans, per- 
haps limiting the exclusion to the cash 
surrender value or some amount deter- 
mined by formula involving the contri- 
butions used to purchase the insurance. 


The Commissioner has acquiesced in 
the Beckman case, 26 TC 1172, which 
holds that the basis of property in a 
revocable trust at the death of the 
grantor, and sold thereafter, is the value 
at the grantor’s death. 


Gift Tax and Basis 


One of the changes made by the 
Technical Amendments Act of 1958 
provides that where property has been 
received by gift, the basis shall be in- 
creased by the amount of the gift tax 
paid but the new basis in total shall not 
exceed the fair market value at the date 
of gift. Tax men should correspond with 
donors and donees to determine the 
amount available for increased basis. 
The basis is increased as of September 2, 
1958. Sales before that date carry no in- 
creased basis. The tax attributable is 
prorated so full information must be 
obtained from the donor, preferably by 
a copy of his appropriate gift tax re- 
turn. I think the tax will be considered 
as paid as of the date of gift. 


Revenue Ruling 57-564 serves as a 
reminder that it is the donor who is 
liable for the gift tax where taxable 
gifts are made. The facts show that a 
donor made a gift in trust and then 
the income of the trust was used to 





pay the gift tax of the donor. This rul- 
ing says the income so used is taxable 
income to the donor. 

A new provision in the law now pre- 
vents the failure of the marital deduc- 
tion where the decedent was adjudged 
incompetent before April 2, 1948, and 
he died before regaining sanity, the 
property actually passing to the sur- 
viving spouse within six months after 
death. 

Also H.R. 9035, P.L. 85-320 pro- 
vides that a restricted stock option of 
an employee, later exercised by the em- 
ployee’s estate, acquires a new basis as 
of the date of death. This deals with 
cost basis and not with realization of 
taxable income. Its ramifications should 
be explored with the possibility of mak- 
ing greater use of that compensation ar- 
rangement. 

The Court of Claims in Wachovia 
Bank and Trust Co. v. United States, 
163 Fed. Supp. 832 has rendered a de- 
cision which may be helpful in obtain- 
ing a lower estate tax where property 
held as tenants by the entirety is sub- 
ject to indebtedness. The executor had 
paid off the mortgage in full. On the 
estate tax return it deducted the mort- 
gage paid and then deducted the value 
of the property in full as a marital de- 
duction. The Court of Claims upheld 
the validity of both deductions after 
finding that the decedent was obligated 
to pay off the mortgage under local law 
(North Carolina). 

The Technical Amendments Act per- 
mits refund claims where a life interest 
with a general power of appointment 
was left by a decedent who died after 
April 1, 1948 and before August 17, 
1954. Such an interest previously did 
not qualify for the marital deduction. 
Refund is allowable if claim is filed 
prior to September 2, 1959, except 
where there was a closing agreement 
or a compromise. No interest is pay- 
able. 

Revenue Ruling 58-2 states that U. S. 
Government E bonds which have appre- 
ciated may be given to a revocable trust 
without paying tax at that time on the 
appreciation. This should enable trust 
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new business men to overcome  ti:is 
stumbling block in obtaining new revoc- 
able irust portfolios. 


First Impression Case 


In Colorado National Bank of Den. 
ver, 30 TC #97, a case of first impres- 
sion where a contribution to an em- 
ployee retirement trust was made in 
real estate, and the property was then 
leased back to the company by the trus- 
tee, the Tax Court upheld the de. 
ductibility of the contribution. For com. 
panies that are short of cash for con- 
tributions this decision may provide one 
beacon for guidance. It is only the first 
decision but it could open wide vistas, 
Will companies contribute equipment to 
their retirement plans and then lease 
the equipment back? Will investment 
clauses be changed and equipment and 
real estate be purchased and leased to 
the company? What about prohibited 
transactions? Is it necessary for such a 
landlord-tenant arrangement to have 
the same approval as investment in com- 
pany stock? Is there a distinction be- 
tween property contributed and proper. 
ty purchased? More of these cases are 
bound to appear. I would not advise re- 
lying on this case without expecting to 
have trouble with the tax authorities. 

Income from property given to a 
minor in accordance with the Uniform 
Gifts to Minors Act is taxable to the 
minor except to the extent it is used for 
the minor’s support. Revenue Ruling 
56-484. Many of the states have issued 
rulings or letters giving their positions 
on the income tax consequences of cus- 
todian arrangements. It is my under. 
standing that the following states follow 
the federal rule or some rule of their 
own which, in effect, is the same as the 
federal: Alabama, California, District 
of Columbia, Kansas, Kentucky, Minne: 
sota, Montana, New Mexico, Maryland. 
Oklahoma. Wisconsin. Also, the follow: 
ing states say the custodian pays the tax 
on the income even though it is used 
for the minor’s support: Delaware, New 
Hampshire, South Carolina, Utah, Vir- 
ginia. 

A A A 
@ Trusts were first used by medieval 
English churchmen, and by the end of 
the 14th century most of the land in 
England was held in trust, S. David 
Hart, trust officer, Girard Trust Corn 
Exchange Bank, Philadelphia, stated at 
the PBA trust training school. In the 
U.S. the development of trust services 
has been so great in the past 40 ears 
that — directly or indirectly — a most 
everyone is benefited. 

A A A 
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Principal -Income Questions on Fiduciary Held 


Oil and Gas Properties 


HUGH F. COYLE 





Trust Administrator, Bankers Trust Company, New York 


: PROPERLY ACCOUNTING FOR OIL AND 
gas properties in an estate a fiduciary 
may have to examine the laws and court 
decisions of other jurisdictions for guid- 
ance where the oil and gas interest is 
classified as real property. The account- 
ing problems will usually be those relat- 
ing to the apportionment of receipts 
from oil and gas holdings, the establish- 
ment of depreciation and depletion re- 
serves and the handling of well develop- 
ment and drilling costs. 


Apportionment of Receipts 


The applicable rules as to apportion- 
ment vary considerably in the oil pro- 
ducing states and when oil and gas in- 
terests are located in more than one state, 
the fiduciary may be confronted with the 
problem of applying different apportion- 
ment rules as to identical interests on the 
basis of the governing law applicable un- 
der the conflict of laws rules.* Most 
states consider delay rentals as ordinary 
rent to which the life tenant is entitled. 
Bonus payments are generally consid- 
ered as corpus and the life tenant entit- 
led to interest thereon. The other view is 
that such payments are income from the 
premises and the life tenant may retain 
the entire sum. 


On principle, it would seem that the 
rental which is paid to keep the lease 
alive and enables the lessee to postpone 
development, except where an offset well 
is necessary to protect against drainage, 
should be treated as income very much 
as ordinary rent is income, giving the 
life tenant the entire rental outright. The 
bonus, on the other hand, should be 
treated as corpus, for although the lessee 
need not drill during the first year, this 
down payment is not really like delay 
rental but is part of the consideration for 


This article, written at the request of TRUSTS 
AND ESTATES, is based on selected sections of a 
thesis submitted in 1957 in partial fulfilment of 
the requirements of The Graduate School of Bank- 
ing. 

*See Early & Kirkpatrick, “Oil and Gas Inter- 
ests,” July 1958, T&E, p. 620, for discussion of 
this and other phases of oil and gas interests, in- 
cluding their classification.—Ed. Note. 
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entering into the lease, the balance of 
the consideration being payable in the 
form of royalty when production is bad. 
(Kulp, Oil and Gas Rights, p. 63.) 

Royalties are regarded as corpus to be 
apportioned to principal and invested 
and the life tenant is entitled only to the 
income thereon. A number of states, 
however, have enacted statutes which 
provide for a different method of ap- 
portionment in the case of trust estates. 
A typical formula would be to apportion 
2714% of the royalties and bonus to 
principal and the balance to the income 
account for the life tenant. Virtually all 
of the major oil producing states have 
enacted some form of legislation cover- 
ing apportionment, in many cases Sec- 
tion 9 of the Uniform Principal and In- 
come Act which deals with this problem. 

In New York, which has no specific 
legislation covering the apportionment 
of receipts from wasting assets, the 
courts have relied on the principle in 
Frankel v. Farmer’s Loan and Trust Co., 
152 App.. Div. 58, aff'd mem. 209 N.Y. 
553, 103 N.E. 1124, to the effect that 
trustees or executors “should pay to the 
life beneficiary only so much of the in- 
come as represents a fair return upon 
the capital value, accumulating and re- 
taining the residue for the benefit of the 
remaindermen, unless a contrary inten- 
tion is evident from the will itself, read 
in the light of the surrounding circum- 
stances.” This rule finds support in the 
Restatement of Law of Trusts, Sec. 239. 

The general rule of apportionment as 
established by New York courts, how- 
ever, is not rigid and yields in the light 
of a different intention on the part of the 
testator. In considering the factors 
which, besides a specific direction in the 
will, are held to show an intention that 
all receipts from wasting properties are 
to be paid to the income beneficiary, the 
courts have adopted the criteria set forth 
in the Restatement of the Law of Trusts, 
Section 239, subdivision (e). 


Depreciation and Depletion 


The apportionment of receipts from 


oil and gas properties carries with it the 
closely related problem of establishing 
out of income reserves for depreciation 
and depletion. This is particularly im- 
portant and perplexing when the fiduci- 
ary engages in the development of min- 
eral properties through operating agree- 
ments whereby the estate or trust pays 
its proportionate share of drilling and 
development costs. These costs are gen- 
erally referred to as “tangible and in- 
tangible” drilling and development ex- 
penditures. Tangible expenditures are 
recoverable in the form of depreciation 
on the usual basis, that is, the probable 
life thereof, and intangibles are return- 
able in the form of depletion. Reserves 
for depletion may also be established out 
of royalty receipts which are payable 
out of production and are not condi- 
tioned upon the fiduciary contributing 
any part of the costs of drilling and 
equipment. 

A more or less analogous situation to 
that of wasting properties is where a 
trust estate includes a building and the 
question is posed as to whether the trus- 
tee may properly set aside or is even 
under a duty to set aside, out of income, 
a reserve for depreciation and obsoles- 
cence. When the trustee makes improve- 
ments which are likely to depreciate in 
value, the cost of the improvements is 
payable out of principal but is then 
amortized over the unexpected life of the 
improvements. This will apply not only 
to improvements on buildings received 
as part of the original corpus but also 
where the trustee erects new buildings. 
(Scott, On Trusts, Vol. III, Sec. 233.3.) 

A more difficult question is whether 
the trustee has the power or duty to set 
aside out of income a reserve for depre- 
ciation on buildings which are a part of 
the original trust estate. Although gener- 
ally accepted accounting practices and 
income tax regulations permit the crea- 
tion of a reserve out of income for de- 
preciation based on the reasonable life 
of a building, it has not been the prac- 
tice of trustees to do so. Court decisions 
relating to this matter have indicated 
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ihat the trustee has no duty to set aside 
a reserve for depreciation and is not 
liable to the remaindermen to do so. 

It has been held in a number of cases 
decided by the lower courts in New York 
that not only is the trustee not under a 
duty to the remaindermen to set aside 
out of income a reserve for depreciation 
of buildings but that he cannot properly 
do so. In Matter of Ottman, 197 Misc. 
645, Surrogate Collins stated that “the 
prevailing view of this State is that a 
trustee is not permitted to charge depre- 
ciation of a building, a vessel or like in- 
come producing property against the 
trust income in the absence of either an 
express direction in the trust instrument 
or other manifestation of the trustor’s 
intention that a reserve be maintained.” 

There are also decisions in other states 
to the effect that a trustee cannot prop- 
erly set aside a reserve for depreciation 
of buildings which were part of the orig- 
inal trust estate. (Scott, On Trusts, Vol. 
III, Sec. 239.4.) Whether or not the trus- 
tee has the authority to create a reserve 
for depreciation in the absence of a pro- 
vision in the trust instrument, it has al- 
ways been assumed that where the in- 
strument so provides the trustee may do 
so. 

In the case of oil and gas properties, 
we may conclude that the cost of drilling 
a well on property which is part of the 
principal should be charged to principal 
in the first instance, since the result of 
such expenditure is intended to increase 
substantially the value of the principal 
asset. If production results, the tangible 
property acquired can then be amortized 
out of income on the basis of its prob- 
able life where a reserve is permitted 
either by the terms of the instrument or 
by statute. 


Depletion 


The establishment of depletion re- 
serves out of income of oil and gas wells 
and other natural resources is an ac- 
cepled accounting practice and is per- 
mitied by the income tax regulations. 
Where the instrument contains specific 
directions to that effect, the duty of the 
fiduciary is clear. In the absence of a 
specific direction, the courts have en- 
deavored to determine intent, often us- 
ing the criteria indicated in Section 239 
(e} of the Restatement of Law of Trusts. 
does not appear, however, that a 
depiction fund nor a depreciation re- 
ser'e should be permitted to exceed the 
orivinal value or cost of the principal 
asst. The purpose of such a fund is to 
preserve principal and prevent impair- 
met. Appreciation or depreciation in 
principal value based on extrinsic eco- 
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nomic factors should be received and 
borne by principal when realized. The 
function of an amortization fund would 
seem to be solely to replace impairment 
or obsolescence and not to reflect un- 
realized increase or decrease of the mar- 
ket value of the principal asset based on 
other factors; in fact the use of income 
for that purpose has been held to be an 
unlawful accumulation. 


Thus, even where the instrument con- 
tains a specific direction to set aside out 
of income a reserve for depreciation and 
depletion, statutes restricting accumula- 
tions of income may render such a direc- 
tion wholly or partially void. 

Not until 1952 had a New York court 
ruled upon the extent and size of a de- 
pletion reserve. In Matter of Beeler, 203 
Misc. 100, the Surrogate of Westchester 
County ruled that “although the validity 
of apportioning receipts from wasting 
assets between principal and income is 
unquestioned, the continuance thereof 
after the entire principal has been re- 
couped would be in contravention of the 
rule against accumulation of income.” 


Well Drilling and Development 
Costs 


There appear to be no New York cases 
dealing specifically with the question 
whether well drilling and development 
expenditures, from which principal and 
income hope to benefit, should be 
charged to principal or income or appor- 
tioned between them. In their absence, 
therefore, we might derive some clearer 
understanding of the problem if we ex- 
amine the general rules and decisions 
relating to the treatment of the costs of 
improvements on real property from a 
fiduciary standpoint. 

The Restatement of the Law of Trusts, 
Section 233, makes a distinction between 
permanent and temporary improvements 
to real property. If the improvements 
are permanent in character, then princi- 
pal is benefited and should bear the en- 
tire costs without amortization. On the 
other hand, temporary improvements, 
although payable out of principal, should 
be amortized out of income on some rea- 
sonable basis. Professor Scott in Section 
233.3 of his treatise also makes the 
point that non-permanent improvements 
should be treated as wasting investments 
and the trustee is under a duty to the 
remaindermen to make a provision for 
amortization out of income. Section 12 
of the Uniform Principal and Income 
Act also enunciates these principles. 


On the basis of the foregoing line of 


reasoning, and in view of the restrictive 
accumulation of income statutes, it 


would appear that New York courts 
would consider the cost of drilling and 
developing an oil and gas well as a 
capital expenditure intended to increase 
the value of principal and make the 
property income producing, and that 
such expenditure should be amortized on 
some fair basis out of the resulting in- 
come. The costs are extraordinary and 
are intended to change the nature of the 
principal asset and could not be deemed 
an expense affecting only income. 

Under the Internal Revenue Code the 
fiduciary, like any taxpayer, has the op- 
tion to capitalize or expense intangible 
drilling expenditures. This ability to ex- 
pense intangible costs, however, cannot 
be carried over into fiduciary account- 
ing, under New York law at any rate, 
since they are properly chargeable to 
principal in the first instance for the rea- 
sons stated above. 


Finally, the drilling expenses of a dry 
hole and the abandonment of unproduc- 
tive oil and gas properties will result in 
a reduction of principal. Nor does it ap- 
pear likely that such losses to principal 
can be récovered out of the income of 
other assets, including producing oil and 
gas properties, in the face of illegal ac- 
cumulation of income statutes. 
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Seven-Point Program for 





Trust Profitability 


WALTER KENNEDY 


Immediate Past President, Trust Division, American Bankers Association; 
President, The First National Bank of Montgomery, Alabama 


HE COMMERCIAL BANK WITH A TRUST 

department that consistently oper- 
ates at a profit is the exception rather 
than the rule, and is largely limited to 
banks that have built up a sizable vol- 
ume of trust assets and whose trust fees 
are realistic. 

Large metropolitan banks which have 
a good volume of corporate trust busi- 
ness probably enjoy a better ratio of 
trust profits than any other group. For 
instance, in the large New York City 
banks, 40% of the trust income is re- 
ceived from corporate trusts; but in the 
Sixth Federal Reserve District, com- 
posed of the southeastern states, corpo- 
rate trusts provide only 12% of trust in- 
come. The possibilities of a volume of 
corporate trust business in most medium 
sized banks are definitely limited. 

The Federal Reserve Bank of San 
Francisco (Twelfth District), in cooper- 
ation with the California Bankers Asso- 
cation, made a study of a sampling of 
small and large trust department income 
and expense covering the years 1954 and 
1955. The size groups of the banks were 
determined by trust income rather than 
the value of trust assets. Only 10 per 
cent of their total income was received 
from corporate trusts. Perhaps the most 
significant figures in these reports are 
that in 1954 the group showed net earn- 
ings before income taxes of 14.5 per cent 
of gross income and in 1955 19.8 per 
cent. 

The most significant feature of a com- 
prehensive study of trust department 
operations and profits in the Sixth Fed- 
eral Reserve District for the year 1956 
was the wide variation in the profitabil- 
ity of trust department operations. While 
the size of the operations has a strong 
influence on the profits, there is by no 
means a constant relationship between 
size and profitability. In addition to size, 
the type of trust business, the scale of 
charges, and the make-up of the depart- 
ment as reflected in expense items also 
enter into the profitability formula. 
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Starting Point 


The beginning point in any program 
to make a profit from trust business is 
to establish a realistic departmental cost 
accounting system. 

Management should realize that trust 
business is not a field to be entered into 
lightly or on a part-time basis. Unless 
the bank is willing to provide an ade- 
quate, fully trained staff, with proper 
equipment to do a good job, and with 
full support from the entire bank staff, 
trust business is a field to be avoided. 


A trust department cannot be proper- 
ly operated with cheap personnel; it re- 
quires specialized knowledge in many 
fields which can rarely be found in one 
or two persons. 

Since a certain standard of staff and 
equipment must be maintained, it is 
readily apparent that a considerable vol- 
ume of trust business is necessary to off- 
set the minimum overhead expense that 
is required. Thomas R. Atkinson, senior 
economist of the Federal Reserve Bank 
of Atlanta, thinks that $20-million of 
trust assets and $75,000 of trust income 
is about the break-even point. 


I do not know of any business where 
the possibilities of profit bear such a low 
ratio to the potential liability assumed. 
Fortunately, the trust companies of 
America have a very fine record in the 
matter of surcharges and losses due to 
malfeasance or misfeasance, and these 
potential liabilities are not often turned 
into actual losses. However, the possi- 
bility of loss is there, and a trust staff 
that is not equipped for the jobs it un- 
dertakes is more likely to make mistakes 
and experience losses, 


Don’t Oversell 


Every trust department should accur- 
ately appraise its capabilities and be 
aware of its limitations. For instance, I 
have seen banks glibly undertake the 
continuing management of a going busi- 
ness, and the management of farming 
operations, when a more honest or real- 
istic analysis would have revealed lack 


of personnel and facilities to satisfactor- 
ily discharge such obligations. 

Some banks in their zeal to obtain an 
increasing volume of trust business have 
represented their trust departments to be 
“all things to all people.” There are 
enough advantages and merits in the 
legitimate trust services offered by banks 
and trust companies that it is not neces- 
sary to overstate or exaggerate the value 
of the services. 


Adequate Compensation 


While the program of every well or- 
ganized trust institution should include 
an aggressive plan for additional trust 
business, the fees must be at profitable 
rates. But without cost accounting, it is 
impossible to tell whether existing rates 
are sufficient. If there is not a reasonable 
margin of profit in existing rates, plans 
should be considered for obtaining in- 
creased rates. The system of simplified 
cost accounting prepared by the Com- 
mittee on Costs and Charges of the Trust 
Division is recommended to any bank 
that does not have a satisfactory system 
of computing its trust income and ex- 
pense. 

In most states, fees for trust business 
have not increased along with the 
mounting costs of doing business. In 
some cases, trust fees may be increased 
through negotiation with trust cus- 
tomers; and many trust institutions have 
found that the majority of trust cus- 
tomers are reasonable and fair-minded 
in such negotiations. In other circum- 
stances it may require court decrees or 
legislative acts. 


Controlling Expenses 


Usually it is possible to control «x- 
penses of a trust institution to a grea‘er 
extent than it is to increase or control 
income. The nature of trust business is 
such that a large volume of items m»st 
be handled on a small unit cost bas:s. 
This means that every one in trust bu-i- 
ness, from the top officers down throu h 
the most junior clerks, must necessary 
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handle a large volume of work and per- 
haps work long hours if the operation is 
to be profitable. 

Prevailing fee rates do not permit a 
profit unless efficient methods, pro- 
cedures, and equipment are used; and 
there is not enough margin of profit to 
permit paying salaries to people whose 
time is not fully utilized. Probably the 
biggest waste in trust business is the 
tendency of perfectly capable people to 
handle a smaller volume of work than 
might reasonably be expected of them. 
A smaller staff at higher salaries is 
usually more efficient than a larger staff 
at lower rates. 

Getting the maximun* effort and best 
results out of people is the essence of 
management, not only in trust institu- 
tions, but in all forms of business; and 
this factor must be emphasized and 
stressed if profits are to be realized. 

Recent years have brought many im- 
provements in accounting machines and 
equipment and wise management will 
make a continuous study of its trust 
department systems, procedures, and 
equipment, and provide what seems best 
adapted to the existing situation. This 
can easily be the difference between a 
profit and a loss. 


Indirect Costs and Credits 


Any good system of cost accounting 
will embrace indirect and direct costs, 
and trust departments should certainly 
be charged with the rental value of the 
quarters they occupy, as well as for the 
supervision of executive officers and di- 
rectors and a share of general overhead. 
When I was a trust officer, it seemed to 
me that we had a terrific burden to bear 
in these indirect charges. 

On the other side, the bank manage- 
ment should allow the trust department 
proper credit for all functions performed 
for the benefit of the bank or its cus- 
tomers which are not compensated for 
by adequate direct fees such as: 


Registrar and transfer agent service 
for the bank’s own stock. 

Preparation and handling of the di- 
vidend checks on the bank’s stock. 

Safekeeping of securities for corre- 

ondent banks. 

Escrow agencies for banks, public 


ficials, or commercial customers of 
e bank. 


is paradoxical that banks with trust 
dep ‘rtments that are unprofitable seem 
dis; ssed to regard them as service de- 
parments that should handle any odd 
jol that come along, and without com- 
pe" ation, or even require them to give 
spe-ial rates to directors and important 
co:imercial customers. 
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Among the more important credits in 
interdepartmental cost accounting is an 
allowance for the value of the trust 
department. This allowance should be 
based upon the current return on the 
bank’s invested assets. 


For many years, the _ interdepart- 
mental charges and credits in our bank 
resulted in a net charge to the trust 
department; as our trust department has 
grown, the credits now more than off- 
set the charges. 


Active Cooperation 


The trust department should not only 
be entitled to fair treatment, but should 
also receive the active cooperation of 
officers of the other departments, as well 
as the senior executive officers. 

The most likely source of increased 
trust profits is from an increased vol- 
ume of trust business from the bank’s 
own commercial customers. While the 
commercial officers who have close con- 
tact with the customer cannot be ex- 
pected to actually sell trust service and 
consummate trust arrangements, they 
can make it possible for trust officers 
to do so. 

The directors are usually successful 
men of affairs who should be good 
prospective customers for trust service. 
Loyalty and the close relationship with 
the bank should make them receptive 
toward patronage of the trust depart- 
ment. If the directors do not have con- 
fidence in the trust department to the 
extent that they are willing to patronize 
it, how can the trust department be ex- 
pected to win the confidence and pa- 
tronage of outsiders? One of the best 
testimonials that a trust department can 
have is a card on each officer’s desk 
which reads: “Every officer and direc- 
tor of this bank has designated the 


bank as executor and trustee under his 
will.” 


Seven Pillars 


By way of summary I can outline a 
course of procedure that should result 
in a high grade of personal trust service 
that will produce a reasonable margin 
of profit: 

1. Don‘t engage in the trust business 
unless you are prepared to do a first- 
class job with adequate, well trained 
people and modern, efficient equipment 
and systems. 


2. There is no profit to be made from 
trust business unless the time and abili- 
ties of high grade people are used ef- 
fectively and without waste. 


3. Any bank faithfully following “The 


Statement of Principles” published by 
the Trust Division and in provisions of 
Regulation F of the Federal Reserve 
Board will likely be operated in a 
sound, orthodox manner. 

4. Know your costs. 

5. Check your fee schedules and 
solicit and accept only business which 
yields a fair margin of profit. If exist- 
ing business is being handled at a loss, 
have the fees increased by negotiation, 
court decree, or legislative action. 

6. Render as much appropriate serv- 
ice as possible to other departments of 
the bank, but seek proper fiscal credits 
and allowances for such services. 


spot 
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“Is Grace National always 
ready to take on such 
difficult estate problems?” 


Our answer was “Yes!” for broad 
trust experience has equipped 
Grace National to handle both 
routine and out-of-the-ordinary 
problems of estate planning and 
management. One of our trust 
officers will be happy to discuss 
your estate program at any time. 
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NUPERIORITY OF TRUSTEED PENSIONS 


Comparison of Various Types of Funding 


PAUL A. WARNER 


President, Warner-Watson, Inc., San Francisco, California 


NE OF THE MOST EFFECTIVE NEW 

business approaches usually made 
by insurance salesmen in connection 
with a pension proposal is the value of 
the insurance company guaranty. The 
fact that an employee’s pension is guar- 
anteed for life becomes of paramount 
importance. The fact is rarely mentioned 
that if the employee lives longer than 
the insurance company expected him to 
live, the employer, in fact, is charged 
for the additional cost. This is accom- 
plished in many ways, but usually by 
withholding earnings in excess of those 
inherent in the basic premium rate 
structure or by increasing premium 
rates. Hence, the guaranty is of little 
value except in the event the plan is dis- 
continued. 


Expenses and Yield 


It has been our experience that a 
properly run trust has a distinct cost 
advantage over the insured method. 

The primary expense advantage of a 
trust over all types of insured plans is 
that the insurance company must pay a 
federal income tax from which the trust 
is specifically tax-exempt. The amount 
of this cost will vary with the yield of 
the insurance company but will doubt- 
less average about .33 per cent of yield 
which in turn will average about 8 per 
cent of total pension cost. This cost is, 
of course, passed on to the employer by 
the insurance company, usually as a re- 
duction in credited yield. 

The second expense advantage in a 
trust is its exemption from state pre- 
mium tax, while all types of insured 
plans are subject to tax in California 
and certain other states. In California it 
amounts to 2.35 per cent of premium. 
This must be passed on to the policy- 
holder. 

Another advantage available to a trust 
and only to the insured split-funded 
method is the ability to invest in equi- 
ties and thus increase yield. All insur- 
ance companies licensed in the State of 
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New York, which includes nearly all 
first line companies, are so severely re- 
stricted as to equity investment that 
dividend income doubtless has little ef- 
fect on yield. A corporate trustee can 
invest substantially in equities, which 
has a twofold advantage: first, as a 
hedge against further inflation because 
of probable capital gains which result 
in a reduction in future cost; and sec- 
ond because of a probable higher cur- 
rent yield. In the yield area which may 
be anticipated in trusts of this type, each 
14 per cent of yield is worth about 6 
per cent of pension cost. Hence, if a 
trustee can increase net yield by only 
14 per cent by reason of equity invest- 
ment, a 12 per cent cost advantage is 
obtained. 


Individual Policy Trusts 


The most expensive of all insured 
plans are the individual policy trusts. 
Here a policy is purchased for each in- 
dividual when he becomes eligible for 
participation and an additional policy 
each time he becomes entitled to an in- 
creased pension benefit. Commission 
rates are based on adequate compensa- 
tion for the insurance agent who sells 
the policy to an individual, and in our 
opinion are not justified, except in very 
small plans, when applied on a group 
basis. Actuarial determination is neces- 
sary to determine the exact amount; but 
it is not unlikely to find that agency 
charges, general agency commissions 
and collection charges would average 25 
per cent of all costs. These costs are, of 
course, passed on to the employer in the 
premium. 

A. Retirement Income Policies. The 
most common of these plans are the 
retirement income policies. These usual- 
ly provide $1,000 of death benefit for 
each $10 of monthly pension. In addi- 
tion to the disadvantages previously 
mentioned, they have the following fur- 
ther disadvantages: 


1. The amount of premium that can 
be attributed to insurance is currently 
taxable to each participant. This can 


be avoided in contributory plans by 
making employee contributions “used 
first to provide the cost of insurance.” 
However, to the extent that they are 
so used, they increase taxes on income 
after retirement. 


2. The amount of death benefit 
which can be attributed to the cash 
values of the policy is subject to in- 
come tax to the beneficiary in the year 
of death. As the policies near matur- 
ity, all death benefits are represented 
by cash value and hence taxable to the 
beneficiary to the extent that they are 
not represented by unused employee 
contributions. The employer or the 
trustee is required to report taxable 
income to the Internal Revenue Ser- 
vice in the year of death. 


These disadvantages can be avoided, 
if a death benefit must be provided, by 
use of group term insurance on a reten- 
tion or “cost plus” basis. 


B. Retirement Annuity Policies. These 
are similar to retirement income policies 
and have the same tax disadvantages so 
far as death benefit is concerned. The 
death benefit is usually equal to the cash 
value of the policy, which starts at a 
modest amount and eventually increases 
to an amount similar to that provided 
by retirement income policies. The re- 
sult is a small benefit when the em- 
ployee is young and usually needs heavy 
death benefits because of dependents, 
and large benefits when the employee is 
old and hence has less economic need. 


C. Ordinary Life Policies. These are 
similar to an “ordinary” or “whole life” 
policy that any person might buy as an 
individual and provide the highest com- 
mission rate. They are usually used in 
conjunction with a trust or a deposit 
administration plan. Upon the retire 
ment of an employee, sufficient amounts 
are withdrawn from the trust or the de- 
posit administration fund to conver: the 
policy to. an annuity similar to a re 
tirement income policy. 


The income tax disadvantages are 
similar to those inherent in retire:nent 
income policies. Some flexibility of cost 
can be obtained, however. 
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In general, the individual policy type 
of plan is excessively expensive, for ob- 
vious reasons, even when compared to 
other insured methods. 


Group Annuity Policies 


The plans in this group are similar to 
the individual policy method in some 
respects except that a large part of the 
commission load has been removed with 
resulting lower cost to the employer. 
In addition, these plans historically 
have had to stand their own cost in- 
stead of having cost experience prorated 
over all policyholders as is the case in 
the individual policy plans. 

A. Group Annuities. This was the 
first relatively low-cost method of fund- 
ing pensions which was offered by in- 
surance companies. Under these plans, 
a unit of annuity is purchased each 
year for each employee based on his 
age at that time and the amount of 
pension to which he was entitled by 
reason of his earnings for the year then 
current. 

Aside from the expense and yield dis- 
advantages described previously, this 
method has the following additional dis- 
advantages when compared to the trus- 
teed method. 


1. Insurance companies have histor- 
ically established reserves in excess 
of those required by the rate structure 
of their contracts. These are usually 
called contingency, future expense, or 
mortality fluctuation reserves. Usually 
they are established out of excess 
earnings or other savings that other- 
wise might have been paid in divi- 
dends. The employer can exert little 
or no control over these reserves. As a 
result, few employers choose to place 
themselves so completely at the dis- 
cretion of the insurance companies for 
pension cost determination. 

2. The unit credit or step rate ac- 
tuarial method is inherent in this type 
of contract. The general tendency of 
this method is to underestimate initial 
costs with corresponding future cost 
increases. Modern insured methods 
attempt to measure cost as a more 
static percentage of payroll to assist 
the employer in the more accurate de- 
termination of product cost and to 
avoid cost postponement. 


B. Group Retirement Income. This 
metiiod is similar to the individual pol- 
icy retirement income plan except that 
it is done on a group basis with corre- 
sponding reduction in commission and 
other expenses. Although it is an im- 
provement on the individual policy 
metnod, it has similar disadvantages. 

€ Group Ordinary. This again is 
sim'/ar to the individual policy ordinary 
con -ersion contract except that the ex- 
penses charged are reduced somewhat. 
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D. Terminal Group Annuity Pur- 
chase. It has been contended by some 
insurance men that when a trusteed 
plan is used, annuities should be pur- 
chased at retirement to guarantee the 
pension to the employee and to avoid 
the risk that pensioners may live longer 
than expected. For practical purposes, 
the trust will be charged for the pension 
cost plus expenses anyhow; and the 
risk of mortality fluctuation, if any, is 
much greater in the fund for acitve em- 
ployees than it is in any fund for re- 
tired employees. 

With the exception of conversion con- 
tracts and the terminal purchase, the in- 


sured methods previously described have 
a very fixed or rigid cost. There ap- 
pears to be considerable advantage in 
providing a flexible cost so that the em- 
ployer can decide each year, within 
reasonable limits, how much to con- 
tribute, if any. 

The Internal Revenue Regulations pre- 
scribe what these limits should be. The 
maximum deductible contribution is 
normal cost plus 10 per cent of the past 
service liability. The minimum cost is 
normal cost plus interest on the past 
service liability. If an employer con- 
tributes more than the minimum cost, 
then any such excess may be used in 
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Merger 
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In the rush for expansion in recent years, companies frequently 
acquired headaches and problems without the benefits and advan- 
tages expected. Realized profits were often meager or nonexistent. 
As a result, more careful selection, planning, and analysis in merger 


decisions is evident. 


In estate matters, the problem of liquid assets, or other considera- 
tions, may lead to the sale of a close corporation or merger with a 
company having marketable securities. Disposing of the assets to 
best advantage calls for great care in locating the most suitable mar- 
ket, in the matter of price, and in the terms of agreement. 


In accomplishing merger objectives, Standard Research Consultants 
offers experienced assistance in these ways: 


e Locating Merger Opportunities: 
favorable merger possibilities. 


Pinpointing suitable concerns offering 


e Potentials: Analyses of business and profit potentials, including production, 


marketing, and financial aspects. 


e Price: Valuation of businesses, properties, and securities for planning, 
negotiation, and exchange purposes. 


e Exchange Ratios: Determination of equitable exchange ratios, and analyses 


of proposed terms and plans. 


e Integration: Analyses of integration, organization, and control problems, 
and recommendation of solutions and procedures. 


e Testimony: Testimony with respect to value, terms, and rights of appraisal 


based on studies made. 


Our wide knowledge of business and industry, our extensive experi- 
ence in valuations and appraisals, and our background in the an- 
alyzing of many types of business problems are brought to bear in 
the merger and consolidation studies which we make. 


For further information, write E. R. Lamp, Dept. T 


STANDARD RESEARCH CONSULTANTS, INC. 


345 Hudson Street 


Watkins 4-6400 


New York 14, N. Y. 


Member, Association of Consulting Management Engineers, Inc. 
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any subsequent year to reduce or elimi- 
nate the minimum contribution. 

We are in favor of the heaviest fund- 
ing that the law will allow as long as 
the employer can afford it. We do not 
feel that it is essential to the actuarial 
soundness of the plan but that it is ad- 
visable to develop a surplus so that 
future costs can be cut or eliminated 
entirely for a period of time. 

This degree of flexibility is inherent in 
all properly drawn trusteed plans and 
is available in the insured methods next 


described. 


Deposit Administration Plans 


The deposit administration plans are 
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YOUR DOORWAY TO 
ALL TRUST SERVICES 


Your appointment of Camden 
Trust Company in an ancillary 
capacity places at your dis- 
posal the experience of New 
Jersey’s oldest trust depart- 
ment... and one of its largest, 
and makes available to you the 
latest in modern electronic 
facilities. 


For any fiduciary service 
in New Jersey .. . you’ll 
like doing business with 
Camden Trust. 


Camden Trust 
Company 
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similar in many respects to the operation 
of a trusteed plan in that they usually 
use the same actuarial methods and that 
there is generally no segregation of 
funds to participants prior to retire- 
ment. 

In general, they have the same disad- 
vantages with regard to federal and 
state taxes as are inherent in the other 
types of insured funding previously de- 
scribed. With the exception of split 
funding, they have the same general in- 
vestment disadvantages. 


A. Standard Deposit Administration. 
Under this method, two accounting 
funds are maintained, One is called the 
active life fund wherein amounts are 
contributed for active employees. At re- 
tirement, the insurance company with- 
draws from this fund an amount suffi- 
cient in its opinion to provide the pen- 
sion for life to which the retired em- 
ployee may be entitled. The sum of 
these amounts is called the retired life 
fund. The operation of the retired life 
fund is similar to the operation of a 
group annuity previously described. The 
insurance company determines the pre- 
mium rate for such withdrawals, as 
well as the amount of contingency re- 
serves to be established in excess of rate 
structure requirements, thus restricting 
the amounts which otherwise would be 
paid in dividends. 


B. Immediate Participation Guaran- 
tee. This method is similar to the de- 
posit administration plan just described 
except that no annuity purchase is made 
at retirement. In fact, it is very similar 
to the trusteed method, with the insur- 





ance company doing the investing i- 
stead of the trustee. Its only major dis- 
advantages are the federal income tax 
expense, the state premium tax, and tle 
inability to invest sufficiently in equities. 

C. Split Funding. I recently read an 
insurance company proposal which 
stated in substance: “For those who feel 
that some equity investment is essen- 
tial to low cost and as a hedge against 
inflation, we suggest split funding.” 

This is a variation of the deposit ad- 
ministration plan whereby the portion 
of contributions that would be invested 
by a trustee in obligations is paid to 
the insurance company. A trust is estab- 
lished with a bank wherein all other 
funds are invested in equities. 

About the only major disadvantages 
of this method are the liabilities of the 
insured fund for federal income and 
state premium taxes from which the 
trust is exempt. 

In conclusion, it would appear that a 
pension fund is for practical purposes 
a “cost plus” operation whether it is 
insured or trusteed. Consequently it be- 
comes primarily an investment function: 
a function which the banks, by the very 
nature of their historical operation, are 
eminently well qualified to handle; a 
function wherein the banks’ minimum 
advantages are exemption from federal 
income and state premium taxes plus 
the right to invest in equities to reduce 
costs and as a hedge against inflation. 

If these factors can be clearly ex- 
plained to the employer who may be 
considering the adoption of a pension 
plan, the success of the trusteed method 
is inevitable. 
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First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancilliary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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How Corporate Fiduciaries Can Handle 


Murti Emprover-Emprover Benger PLANS 


JOSEPH L. HEALY 


Assistant Trust Officer, Old Colony Trust Company, Boston, Massachusetts 


N THIS DISCUSSION, EMPLOYEE BENE- 

fit plans include: (1) pensions, (2) 
group life and hospitalization plans, (3) 
vacation and severance plans, and (4) 
supplemental unemployment benefit 
plans. 

All employee benefit plans may be di- 
vided into two segments: first, those 
representing benefits available in an in- 
dustrial concern where the employees 
are relatively stable; and secondly, those 
in a group represented by employees 
generally covered by unions who more 
or less may be characterized as a mobile 
work force. With respect to the first 
group, we are familiar with the invest- 
ment and administrative service which 
a bank can perform in the field of indus- 
trial pensions and supplemental unem- 
ployment plans. With respect to hospital- 
ization and vacation or severance plans, 
the necessary administrative services 
become an integral function of the vari- 
ous internal personnel departments of 
each company, with the exception of the 
risk assumption which is adequately un- 
derwritten by the insurance company. 
Any services which we could offer with 
respect to record keeping would result 
only in a duplication of effort, and with 
respect to these benefits we have no 
services which we can legitimately sell 


in this field. 
Serving Mobile Workers 


A large segment of our industrial 
force is represented by unions, the em- 
ployees of whom are not continuously 
employed by the same company nor in 
the same area, their only common affilia- 
tion being that they remain in the same 
industry. This group must find some 
mec.um which will accomplish at least 
the ‘ollowing: 


An adequate collection system. 
An accurate record keeping sys- 


= wor 


> 


~ 


3. Proper administrative procedures. 
1. Proper investment of surplus 
iunds. 
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There are four sources to which such 
a group can turn: 


1. A service bureau, such as IBM. 

2. A separate office organized and 
staffed under the direction of a pro- 
fessional consultant. 

3. An official of the union or of the 
association either on a full or part- 
time basis. 

4. A bank or trust company. 


The first three are not equipped to pro- 
vide completely the four points neces- 
sary to achieve a satisfactory program. 
The service bureau can provide and 
maintain adequate facilities for record 
keeping, but it cannot provide the other 
three services. The separate office can 
collect the funds, maintain records, and 
carry out administrative functions; but 
it must hire outside professional invest- 
ment advice. By process of elimination, 
this would seem to leave a bank as the 
only medium able to provide all of the 
required services. 

All of the types of plans covered here 
require voluminous records. Vacation 
funds are the most exacting in that pen- 
nies are vital; health and welfare next 
most exacting in that time is of the 
essence; supplemental unemployment 
plans combine many of the features of 
both of the previous two but allow some 
time lag, and depending on the plan, 
possibly may record on a unit conver- 
sion basis; finally, pensions give the 
greatest amount of time in which to 
compile the necessary statistics and gen- 
erally allow more flexibility. 


Bank’s Functions 


While most multiemployer arrange- 
ments have resulted from collective bar- 
gaining, the procedures used and results 
apply equally if not more satisfactorily 
to associations or small completely inde- 
pendent units of a similar nature. 

As health and welfare plans generally 
are negotiated first, most of the ma- 
terial which I will discuss will deal with 
these particular plans; but as it is also 
the most active type of account from an 
operational viewpoint, the procedures 


outlined apply to any multiemployer ar- 
rangement. 

With the legislative spotlight on em- 
pleyee benefit programs and with the 
objective in mind that the good name 
and integrity of the bank remains its 
greatest asset, the contract between the 
bank and the trustee should clearly out- 
line the specific duties and responsibili- 
ties of each party. Each multiemployer 
arrangement in accordance with the 
Taft-Hartley Act is governed by a board 
of trustees, equally representing labor 
and management. It is with this group 
that any contract or letter of instruc- 
tions will exist. 

The trustees are concerned with ad- 
ministration, benefits and investments. 
As most benefits are to provide against 
expenses incurred in sickness or hos- 
pitalization, the actual coverage is gen- 
erally underwritten by an insurance 
company; and administratively, only the 
type and kinds of coverage, not the 
value or length, will have any effect on 
your day-to-day operations. 

We try to have our contract with the 
trustees indicate the following: 


1. Our authority to receive and ac- 
cept custody of all contributions. 

2. The steps to be taken with re- 
spect to delinquent contractors. 

3. Our authority to make disburse- 
ments. 

4. What records we will maintain. 

5. To whom we will be responsible 
for eligibility. 

6. The material we will provide to 
the employers and employees. 

7. The claim services we will fur- 
nish. 

8. The investment service we will 
furnish. 

9. The frequency of our reporting. 

10. Our fee basis. 

11. An exculpatory clause. 

12. The duration of the contract. 


Administrative Functions 


To function administratively (record 
keeping), we must receive and record all 
pertinent information and funds in a 
minimum of time and expense. We try 
to accomplish this by determining: 
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1. The number of employers. 

2. The geographical scope of the 
area (jurisdiction) covered. 

3. The number of employees. 

4. The type of industry. 


When the reports are received, the 
following has to be accomplished often 
on a rigid time schedule: 


1. Verification of report and contri- 
bution. 

2. Posting of report to employer 
card. 

3. Posting of hours to employee. 

4. Notification with respect to de- 
linquent employers. 

5. Revaluation of eligibility. 

6. Notification to employee of ter- 
mination of eligibility or of opportun- 
ity to continue insurance. 

7. Determination and payment of 
insurance premium. 


Therefore, we design all report forms 
to provide flexibility in the preparation 
of the report form for the originator, 
and to make available to the admini- 
strator maximum visual utilization of 
data, with a minimum recording of de- 
tail work. 


Forms and Reports 


We next determine various combina- 
tions of color and size so as to expedite 
sorting and filing and have the report 
form so self-explanatory that a detailed 
letter of explanation is not necessary. 

Each report form should identify the 
plan, state the capacity in which the 
bank is acting, show the period covered 
by the report, identify the employer by 
name, address, and telephone number, 
show how the check should be made 
payable, and the date when the report 
is due, requesting the listing to be made 
in alphabetical order. 

In addition each form should: 

1. Show the geographical jurisdic- 


tion of plan. 
2. Define employees and hours cov- 


ered. 

3. Show number of copies to be for- 
warded. 

4. Indicate if additional forms are 
necessary. 


One of the major criticisms raised 
by those opposed to or unfamiliar with 
the use of a bank is the handling of de- 
linquent or late reports. By a reverse 
process of elimination when reports are 
received, we provide information as to 
the status of all companies and forward 
the reminder; but we do not feel that 
the trustees can delegate the actual re- 
sponsibility for collection to any agency. 
However, as delinquent reports require 
special handling and posting, we make 
every effort to maintain companies on 
a current level. 
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Employee Contacts 


With respect to the employee, contact 
will have to be established in order: 


1. To obtain information to estab- 
lish records, as well as to be in a posi- 
tion to provide the required statistics 
for the insurance carrier. From this 
information you will be in a position 
to prepare and forward insurance cer- 
tificates and employee booklets. 

2. Properly and promptly to issue 
necessary claim forms and claim pay- 
ments. 

3. To maintain records on an up-to- 
date basis. 

4. To make information available 
with respect to changes in the pro- 
gram, with respect to either benefits 
or eligibility rules. 

5. To deliver annual reports. 

6. To give notice to employees on 
termination of insurance of their 
privilege to continue or convert, as 
well as in contributory plans notice if 
an optional plan becomes available. 


The following information is needed: 


1. Name and address for future cor- 
respondence. 

2. Social security number for proper 
record keeping. 

3. Name and relationship of benefi- 
ciary to prepare insurance certificates 
if employee is not originally eligible. 


To provide necessary statistical infor- 
mation for insurance purposes, date of 
birth and dependency status are re- 
quired. 

In addition, the following informa- 
tion, although not absolutely necessary, 
will prove most helpful: 


1. Union book or ledger number — 
often used for certificate numbers. 

2. Home local affiliation — in the 
event of reciprocal agreements or 
combined reporting. 

3. Blue Cross-Blue Shield certificate 
number so as to provide continuity of 
coverage. 

4. Name of present employer — if 
the group covers a type of employee 
that is nontransient, this will serve as 
a basis for your filing, whereas on the 
other hand if the employer’s report is 
incorrect with respect to spelling or 
social security number, proper identi- 
fication may be made more readily. In 
the building trades, name of present 
employer has in many instances a use- 
fulness at the most of two or three 
months. 


The information may be obtained 
from the union, from the employee from 
a listing furnished by the union or the 
association, or from the employer. 

There are certain advantages and dis- 
advantages to each of these methods, 
and in many cases it is necessary to use 
a combination of all methods. After the 
proper’ method has been determined, 
we use two additional forms to obtain 
and record the information. We use a 





simple enrolment card which provides 
all of the necessary information and: 


1. May be used for every group — 
no need of special preparation. 

2. Information required is self-ex- 
planatory, and the card can easily be 
handled by the employee (fits into 
pocket). 

3. Adapts itself to easy transcrip- 
tion and filing. 

4. Can be converted into a self-ad- 
dressed postal card. 

If the plan is contributory, we use a 
slightly revised form that also serves as 


a payroll deduction authorization. 


Accounting System 


The actual accounting is either man- 
ual or punch card, the line being drawn 
at those cases with under or over 250 
transactions a month. 

In the manual operation, we use a 
two-column seven-year card that com- 
bines recording and eligibility, and post, 
file, and control according to certain 
features of each plan. Under the tabu- 
lated system, we use either straight re- 
cording or listing or a preposting sys- 
tem which also becomes the actual re- 
port form for each company. 

In order for a machine records sys- 
tem to be economically feasible, the fol- 
lowing conditions must be present: 


1. Sufficient volume. 

2. Continuity of employment. 

3. Responsible employers. 

4. Accurate census’ information, 
kept current for new employees. 

5. Eligibility based upon accumula- 
tion of hours rather than upon fulfil- 
ment of some sort of a waiting period. 


In industries such as trucking, machin- 
ists, etc., (80 per cent or better stable 
employment) we mail each month a 
complete listing of all employees so 
that the employer may make additions 
and deletions and insert the number of 
hours worked. 

As all of the other information is 
automatically duplicated in the cards, 
these reports may be prepared by punch- 
ing the hours only; and as the social 
security number has been verified, the 
percentage of error or fallouts is ma 
terially reduced and in many cases 
eliminated. 


Eligibility and Benefits 


With a view toward achieving eco 
nomic gain in these undertakings. it is 
important for the bank to exercise some 
discretion or at least guidance as 10 
eligibility and benefits. The eligibility 
should be designed to operate smoothly 
within the framework of the accounting 
system established and also insure that 
the financial stability of the fund will 


TRUSTS AND Est TES 





not 
mil 
fin: 


any 


pro 
are 
tril 
emy 
pur 
reg 
at 

sho 


t 
I 
T 
tion 
mor 
of c 
of | 
to 
syst 
be 3 
the 
so t 
able 
fore 
T 
shot 
tion 
peri 
is tl 
whic 
view 
fund 


A 
keep 
with 
shou 
Brie 
tage; 


Ai 


No. 





on, 


la- 
fil- 
od. 


\in- 
ble 


| a 


ons 


cial 

the 
ma- 
ases 


eco- 
it is 
ome 
s to 
ility 
thly 
ting 
that 
will 


rs TES 





not be impaired. Benefits should be ad- 
ministratively feasible and within the 
financial ability of the fund. 

The prime purpose of establishing 
any eligibility rule is to prove maximum 
coverage, both in number of employees 
protected and the benefit to which they 
are entitled from the total funds con- 
tributed for both eligible and ineligible 
employees. Bearing in mind that the 
purpose of eligibility is to keep as many 
regular employees as possible insured 
at all times, the following features 
should be considered: 


1. Normal work pattern in industry. 

2. Seasonal stability or fluctuations. 

3. Percentage of regular employees 
to reported employees. 

4. Cost of benefits and 
basis of contribution. 


rate and 


The minimum period of accumula- 
tion should be approximately four 
months from the date of commencement 
of contributions until the commencement 
of benefit payments. This is necessary 
to allow time for the administrative 
system to be established, information to 
be received and collated, and to allow 
the fund to accumulate working capital 
so that, in effect, money would be avail- 
able in advance to cover premiums be- 
fore they become due. 

The maximum period of accumulation 
should be 9 morths unless the contribu- 
tion rate is very small. This 9-month 
period, in the opinion of many trustees, 
is the maximum length of time during 
which employees and employers will not 
view with suspicion the accumulation of 
funds for no apparent purpose. 


Paying Agency? 


Among many banks providing record 
keeping services, there is still a variance 
with respect to whether or not a bank 
should become a claims paying agency. 
Briefly, the advantages and disadvan- 
tages are as follows: 


Advantages: 


1. Allows trust company to provide 
nembers with the greatest amount of 
ervice. 

2. Eliminates necessity to corre- 
\ond with insurance company on most 
aims as all records are readily avail- 
able. 

3. Simplifies and expedites prepara- 
on of claim reports to trustees. 


~ 


mM 


pn 
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Disadvantages: 


1. In eyes of member, trust com- 
iny becomes agency which deter- 
ines amount of money allowed. 

2. Careful appraisal must be made 
‘ all bills presented, and constant re- 
rence must be made to schedule of 
nefits allowed. Charges in excess of 


— he 


foot. 
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amounts allowed must be eliminated 
as well as charges for such items as 
special nurses, radio, television, phone 
services, etc. 

3. A person must be trained in spe- 
cial procedures and forms required by 
each insurance company. 

4. Space which is readily accessible 
must be made available to accommo- 
date parties who present their claims 
in person. 

5. Drafts must receive same degree 
of safekeeping and audit control nor- 
mally offered to regular bank checks. 


Investments 


Many of these funds have been criti- 
cized either for improper investments 
or for not investing. If these funds are 
for pensions, we follow our normal pol- 
icy (70 per cent bonds—30 per cent 
equities) unless the actuarial assump- 
tions made available to us indicate that 
a different approach is necessary, par- 
ticularly if the number of anticipated 
retirements within a short period will 
be substantial. 

In vacation funds we try to achieve a 
portfolio of: (1) short term securities 
to mature at peak of vacation period, 
(2) savings balance equal to 50 per 
cent of normal yearly contribution; and 
(3) staggered payments during the year 
so as to utilize current contributions. 

In health and welfare plans we have 
(1) a high liquidity of an amount neces- 
sary to meet expenditures committed un- 
der present eligibility rules; (2) a fixed 
income portfolio of short maturity se- 
curities (not over 5 years) of an amount 
equal to 50 per cent of the value arising 
under (1); and (3) a balanced port- 
folio (70 per cent bonds; 30 per cent 
stocks) of any amount in excess of (1) 
and (2). 

In supplemental unemployment bene- 
fits, we have confined our investment 
portfolio to relatively short term U. S. 
Government securities; but as they have 
many long-term features different from 
those of an industrial plan, it is my be- 
lief that within a relatively short time 
some of the investment characteristics of 
a health and welfare program may ap- 
ply. 

To summarize I would say that this 
field represents a tremendous potential 
not only in the amount of money in- 
volved, but also in services that are 
needed. Volume is necessary to operate 
economically, but volume within the 
same account or from the same records 
is readily obtainable. In order to operate 
competitively, it is necessary to make 
the maximum use of form letters and 
simplified reporting and adapt each plan 
to an internal system requiring little 
supervision. 


Seconp District Reports GAIN IN 
Trust EARNINGS 


Trust department earnings for the 
first six months period have increased 
in each of the last three years in the 
Second District, according to the Feder- 
al Reserve Bank of New York’s Sep- 
tember Monthly Review. Trust depart- 
ment earnings for New York central re- 
serve city banks for the first half of 
the years reported were: 1956 — $49,- 
900,000; 1957 — $57,600,000; 1958 — 
$59,400,000. Corresponding figures for 
the reserve city and country banks were: 
1956 — $5,500,000; 1957 — $6,500,- 
000; 1958 — $7,200,000. 














VALUATIONS of 


Close Corporation Stock 


for 


e Gift and Estate Tax 
Purposes 


e@ Sales, Purchases and 
Mergers 


e Recapitalizations 
e Stock Option Plans 


e Sound Tax Planning 


For thoroughly documented apprais- 
als of closely-held corporation. stock, 
which can be supported by expert 
testimony if necessary, we offer the 
services of an organization with dis- 
tinctive experience and facilities. 


Having worked in almost every major 
industry, we can furnish proof of 
results and references from outstand- 
ing bankers, attorneys, accountants 
and executives throughout the coun- 
try. 


MANAGEMENT PLANNING, 
INC. 


Princeton, New Jersey | 
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WHAT CAN YOU AFFORD TO PAY 
for Vow rust | 7 


EARL R. HUDSON 


President, Kennedy Sinclaire, Inc., Montclair, New Jersey 


SKING AN ADVERTISING MAN, “HOW 
much can a trust department afford 
to pay for new business,” is an invita- 
tion to some extravagant answers. Con- 
sidering the immense market potential, 
even a cursory glance at trust promo- 
tional activity in the United States leads 
one to the inevitable conclusion that too 
many trust companies are put-put'ing 
along on one cylinder, square wheels 
and very litile gas. Let me first review a 
few of the factors, that have a strong 
bearing on a trust department’s new busi- 
ness budget, both as to size, and how 
the money is allocated. The manner in 
which a bank invests its new business 
dollars is just as important as the amount 
spent. 


The National Picture 


Just twenty-five years ago national 
banks were administering about $5 bil- 
lion in trust assets. In 1953 this figure 
had grown to $43 billion. Gross profits 
in that same period for trust depari- 
ments of Federal Reserve Banks rose 
from $80 million to $266 million and 
significantly there is a very healthy 
trend in net profits. This is the result, 
not only of increasing business but also 
of more realistic fees. 

In 1953 there were 1,700,000 living 
persons, one for every hundred of popu- 
lation, worth over $60,000, with an ag- 
gregate wealth of over $319.2 billion. 
This excceds the total value of the as- 
sets of all the banks in the Uniied States. 
The number of people in this category of 
wealth rose 117% from 1914 to 1953. 

The next 25 years will see an even 
greater growth; 16,000,000 people are 
covered by private pension and _profit- 
sharing plans. Banks now are adminis- 
tering $19 billion in such funds, most of 
which is concentrated in New York. But 
over a period of years, this money will 
be paid out in benefits to participants all 
over the United States; and even the 
moderately salaried workers through 


From address before Western Regional Trust 
Conference, Los Angeles, Oct. 10, 1958. 
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profit-sharing programs have an oppor- 
tunity to build sizeable and profitable 
estates. If you have set up an adequate 
program to capture this market, you will 
have an opportunity to administer many 
of these estates as executor and trustee. 


Even the most skeptical must con- 
clude that the trust market generally is 
growing rapidly, offering a rich basis 
for trust department growth. But the 
average bank doesn’t have a national 
market; it must invest its dollars to 
capture local markets. Its budget, then, 
must reflect the job to be done locally. 
One excellent means of measuring the 
local trust market is an analysis of the 
local probcte records. (Here followed 
a slide presentation of the highlights of 
a survey of estates probated in San 
Francisco and San Diego in °55 and °56. 


The Local Scene 


There is no clear-cut correlation be- 
tween the size of the bank, amount of 
depo-its and resources and either the 
amount of the trust business the banks 
cre writing or the size of the trust de- 
pariments. The giant commercial insti- 
tutions often have giant trust depart- 
ments but there are also very modest 
sized banks, depositwise, that have very 
larg> trust departments. Often, among 
the more successful trust operations, 
trust assets exceed deposits. 


The point is that no trustman should 
feel a handicap in developing his trust 
department because his bank is a smaller 
bank than his competitors’. There’s more 
then enough trust business to go around 
and the race will go to the swiftest. A 
Pittsburgh bank, for example, with de- 
posits of $70 million obtained a much 
larger number of estates with far greater 
aggregate value from its market than 
on: of its neighbors with several times 
the amount of deposits. And many of the 
estates the smaller bank administered 
were those of decedents who had been 
customers of two of the largest banks in 
the community. 


Philadelphia offers an illustration of 
results obtained through a consistent 
sales effort on the part of all the major 
banks carefully coordinated with adver- 
tising and sales promotion. One bank 
has a staff of ten trust solicitors — a 
virtual sales department; another main- 
tains a new business staff of eight so- 
licitors; still another bank, eight solici- 
tors. A consistent 40% to 50% pene- 
tration of the Philadelphia probate mar- 
ket is the reward, and at least two of 
the three major banks netted over $1 
million in profit from their trust depart- 
ments. It should be emphasized, too, 
that the major share of the new business 
effort of these banks is concentrated lo- 
cally — not dispersed all over the coun- 
tryside. 


Background Assumptions 


Before making any specific recommen: 
dations as to budget, I should like to 
review certain assumptions upon which 
such recommendations will be based. 


1. The trust market is selective and 
not economically or effectively reached 
through mass media — newspapers, TV. 
radio, etc. Cnly a very small percentage 
of the great number of people who watch 
TV, read the newspapers and listen to 
the radio have enough money to be clas- 
sified as trust prospects. One of the road- 
b'ocks many banks have to overcome in 
their quest for trust profits is the back- 
log of unprofitable small business they 
carelessly accepted and are now stuck 
with. I know of one bank that at one 
time was administering 3,800 accounts 
with assets aggregating $18 million. 
Years ago it decided to build good pub- 
lic relations among the Bar by accepting 
anything that was brought in. That bank 
is almost doomed to a recurring annual 
loss for 20 years. In almost any cily 7 
the United States there is so much choice 
trust business to go after that you just 
can’t afford to consciously solicit the 
smaller, non-liquid troublesome estz‘e. 

A further qualification in determing 
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good prospect is his age. In 1934 
Samuel Witting wrote an excellent book 
on “The Evaluation of New Trust Busi- 
ness” in which he stated that “volume 
(of new trust business) is not the sole 
criterion of worth.” He applied actuarial 
tables to determine the present value of 
various types of business and came up 
with these conclusions: “The present 
value of an executorship of a man aged 
60 is more than five times that of a man 
aged 25, four times that of a man aged 
30, about three and one-half times that 
of a man aged 35, more than two and 
one-half times that of a man aged 40 and 
about one-third more than that of a man 
aged 50. In terms of actual value, an 
executorship of a man aged 65 with an 
estate of $100,000 is worth more than 
an executorship of a man age 45 with an 
estate of $1,000,000.” 


The imponderable factor of lapsation 
through change of residence, circum- 
stances or just plain change of mind, 
makes the value of soliciting older pros- 
pects even more pronounced. One $14.- 
000,000 bank in a city of 135,000, with 
a trust department of $40,000,000 as- 
siduously solicits older prospects. As a 
result, each year it administers a size- 
able volume in estates, larger than that 
indicated for several banks in our San 
Francisco survey. 

Incidentally, this survey significantly 
showed that the wills of 27% of the de- 
cedents had been revised less than a 
year before death. These are the older 
prospects. Invariably we find probate 
records show that the majority of wills 
are less than three years old. 


2. Trust service is not a consumer 
item. One does not say to a clerk behind 
a counter: “Wrap up for me one grade- 
A life insurance trust — the kind you 
advertised for 3/10 of 1 per cent per 
annum.” The head of a three billion 
dollar trust department once appeared 
on a trust new business panel after his 
bank had run a newspaper advertise- 
ment on trusts for children. He was 
asked how he would handle a prospect 
who, with ad in hand might walk in off 
the street and request such a trust. 

‘he trust officer replied that in his 30 
years’ experience such an event had 
never occurred. However, if it did, he 
would first ask about the children — 
their ages, activities, futures. He would 
then tactfully request information on the 
man’s property situation. The point is 
thet a lot of solid financial planning 
wc 1ld have to be done and legal counsel 
rer dered by the prospect’s attorney be- 
fore the attorney could draft an instru- 
ment. As to the bona fide trust, the 


NevempBer 1958 


ready-made package is probably yet to 
be devised. 

Recapping then, if we assume that the 
trust market is highly selective, qualified 
by the age and wealth of the prospect, 
and that<trust service is nota package 
picked off the shelves.by the purchaser, 
but instead must be skillfully sold by 
trained solicitors, we can logically con- 
clude that your new business budget 
must include a goodly sum for the train- 
ing, maintenance and supervision of 
one or more solicitors — a sales staff. 

Despite the fact that personal solicita- 
tion is widely practiced by banks all 
over the United States, there remains 
much misunderstanding as to the func- 
tion of the solicitor. Often his technical 
knowledge in the estate planning field, 
has been emphasized at the expense of 
his sales ability. If a new business man 
must be a salesman as well as a techni- 
cian, then it follows that he needs sales 
training and sales supervision to realize 
his full potential. This is important. 

Advertising and _ sales promotion 
should awaken the prospect to the great 
benefits available to him through the 
services of your trust department. It 
should create a desire for your services 
so that the solicitor’s job is essentially 
adapting the service to the prospect’s in- 
dividual requirements. In other words, 
advertising should cut down the time 
required to make a sale. Personal sales 
time is the most expensive item you have. 
And, because of the selective nature of 
the trust market, we believe this func- 
tion is most effectively achieved through 
the advertising medium of direct mail. 
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The solicitor should also be given ef- 
fective sales aids, such as a visual pres- 
entation of the advantages of trust ser- 
vices, which can be used before groups 
or individual prospects. The eye is al- 
ways one of the most effective conveyors 
of thought. 

3. The commercial officers or direc- 
tors usually have a much closer rela- 
tionship to the trust prospects among 
the bank’s customers than anyone in 
the trust department. Every effort then 
should be made and a portion of the 
budget allocated to making officers and 
directors of the bank aware of the bene- 
fits available in the trust department and 
in doing this we make some of them ef- 
fective salesmen for the trust depart- 
ment. 

Your new business budget should also 
include an allocation for developing co- 
operation among members of the Bar 
and life underwriters. First and fore- 
most, we should impress these groups 
with the fact that there is an advantage 
economic and otherwise — in steering 
their customers and clients to your bank 
for trust service. 





In Terms of Dollars 


Obviously, if you’re going to do all 
these things effectively, you simply have 
to invest enough money to do the. job 
right. You can’t afford to invest less. 
You cannot, for example, arbitrarily take 
a percentage of your gross income and 
allocate this to advertising and expect 
to get satisfactory results. If you have a 
young, growing department, your new 
business budget will bear no relationship 
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to gross income or trust assets. Even 
the well-established large trust depart- 
ment will find that to increase or even 
maintain its share of the ever-growing 
trust market it will have to constantly 
increase its budget. 

After summarizing the expenditures 
that successful banks are making on new 
business efforts I have arrived at a rule 
of thumb which can be defended by cit- 
ing the successes of those banks that 
have invested this kind of money. 

Primarily, your budget should be 
based on the job that has to be done 
and this in turn is reflected in the num- 
ber of bona fide trust prospects, bearing 
in mind your qualifications for such 
prospects, that you can compile from 
your banking area. You can get a good 
idea of the number of likely prospects 
in your area through a study of your 
local probate market. Since property 
passes every generation or approximate- 
ly every 20 years, we can take the num- 
ber of decedents with estates of over a 
certain size during a representative year 
and multiply by twenty. This is rough, 
but has been proved effective. For ex- 
ample, in San Francisco County over a 
two-year period there were 996 dece- 
dents with estates of over $40,000. This 
is about 500 a year. We could assume 
that the trust market then in this com- 
munity approximates 10,000 people. 

I do not advocate limiting your list of 
prospects to people who do business with 
your bank. In the very large banks there 
are so many many bona fide trust pros- 
pects among customers it might seem 
unnecessary to go outside your bank. On 
the other hand there have been banks 


with few large depositors that have built 
trust departments with hundreds of mil- 
lions of assets — in some cases over a 
billion dollars of assets. They did this 
by feeding on customers of other banks 
who missed the boat with respect to the 
development of new trust business. 

Having worked up your list of bona 
fide trust prospects you should be pre- 
pared to invest at least $5 a year for 
each name to cover advertising and sales 
promotional effort. If your list is 1,000 
names, you should spend $5,000 a year 
on advertising and sales promotion. I 
know of one bank with deposits of over 
a billion dollars that maintains a list of 
6,000 prospects with estates of over $1,- 
000,000. It invests in excess of $30,000 
a year on its advertising budget alone. 
This covers the use of all media but the 
greater part of the budget is devoted to 
direct mail. 

You should invest an equal amount to 
develop cooperation among lawyers, un- 
derwriters and accountants — about 
$5.00 per year per name. 

This suggested new business budget 
makes no allowance for purely institu- 
tional activities — institutional adver- 
tising, women’s forums, social lun- 
cheons, etc. I am not deprecating their 
value but am merely limiting suggested 
trust advertising investment to the pure 
selling effort. 


Supervision Necessary 


Trust new business men are paid any- 
where from $5,000 to $25,000 a year and 
more depending on their experience and 
production. I can’t see how a bank any- 
where can invest less than $5,000 on a 
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solicitor and this chap would be prett: 
green and inexperienced. His salary 
should rise rapidly as his production in- 
creases. In addition, you should invest 
each year at least $2,500 in supervising 
his sales effort. A failure to supervise 
even an experienced salesman can he 
very costly. While it is no secret that my 
company advocates such training and su- 
pervision, I should nevertheless like to 
stress the point that many great and 
successful trust departments which attri- 
bute their success to well-trained solici- 
tors have never been our customers, but 
have recognized for years the need to 
supervise their solicitors’ efforts. 


What does such supervision comprise? 
In the first place, a solicitor should re- 
port his calls. His calls should be an- 
alyzed either by a superior in the bank 
or by an outside agency. The salesman 
should have been trained in and should 
follow well-accepted sales techniques. He 
naturally should be technically proficient 
but all the technical proficiency will go 
for naught unless it is served up appe- 
tizingly in the form of good sound hard 
selling. 

There should be at least one solicitor 
for every 500 good prospects on a bank’s 
list. The solicitor can close between 50 
and 75 cases a year so he will make a 
small dent in the 500 prospects in any 
given year and in an economy like ours 
the 50 to 75 cases closed would probably 
be replaced annually by new prospects. 


Best Formula 
Probably the best formula for build- 


ing a trust new business budget involves 
these steps: 


1. Carefully determine your mar- 
ket. 

2. Build a strong and consistent ad- 
vertising program. Emphasize direct 


mail. 
3. Develop cooperation among the 
middlemen — lawyers, underwriters 


and accountants. 

4, Enlist the wholehearted coopera- 
tion of your officers and directors. 
Convince them of the value of your 
trust service to the bank’s best com- 
mercial customers. 

5. Follow up and coordinate adver- 
tising with a strong personal sales 
effort. 

6. Institute a system for ascertain- 
ing the value of the business written. 

7. Constantly supervise your solici- 
tors’ efforts and demand adequate 
production. 


Unless you appropriate enough money 
to do these things, you can’t afford to be 
in the trust business. If you do appropri 
ate enough money to do these things, 
your bank will be making the best invest- 
ment it has ever made. 


TRUSTS AND EsTA‘ES 








Fek 


Ma 


Ma 





QO ——t 


ey 


ri- 
Ss 
st- 








1959 Calendar 
Trust & Related Meetings 


Feb. 9-10 — Mid-Winter Trust Confer- 
ence, American Bankers Association, 
New York City 

Mar. 11-13 — Regional Meeting, Ameri- 
can Bar Association, Pittsburgh 

Mar. 30-Apr. 2 — N. J. Bankers Public 
Relations School, Princeton 

Apr. 3 — Pennsylvania Trust Confer- 
ence, Harrisburg 

May 14-15 — Southern Trust Confer- 
ence, American Bankers Association, 
Birmingham 

May 21-23 — American Safe Deposit As- 
sociation, Pittsburgh 

June 1-5 — American Institute of Bank- 
ing, Philadelphia 

June 8-20 — Graduate School of Bank- 
ing, Rutgers U., New Brunswick, N. J. 

June 21-26 — Ohio Bankers Association 
Bankers School, Athens 

July 5-18 — School of Financial Public 
Relations, Northwestern U., Chicago 

July 19-Aug. 1 — NABAC School for 
Bank Auditors & Comptrollers, U. of 
Wisconsin, Madison 

Aug. 9-21 — Colorado School of Bank- 
ing, U. of Colorado, Boulder 

Aug, 28-28 — Pennsylvania Bankers As- 
sociation Summer School, Bucknell U., 
Lewisburg 

Aug. 24-28 — American Bar Association, 
Miami Beach 

Aug. 25-29 — Virginia Bankers School, 
U. of Virginia, Charlottesville 

Sept. 21-23 — National Association of 
Bank Auditors & Comptrollers, Boston 

Sept. 23-25 — National Association of 
Bank Women, Milwaukee 

Oct. 15-16 — Western Trust Conference, 
American Bankers Association, San 
Francisco 

Oct. 25-28 — American Bankers Asso- 
ciation, Miami Beach 

Nov. 1-5 — Financial Public Relations 
Association, Bal Harbour, Fla. 

A A A 
Lee Named Director of ABA 
Council on Banking Education 
—— Dr. Murray G. 

Lee has been ap- 

pointed director of 

the American 

Bankers Associa- 

tion’s Council on 

Banking Educa- 

tion. Dr. Lee, a 

member of the As- 

sociation’s staff 
since 1952, has 
se: ved as secretary of the Economic Pol- 
ic’ Commission and assistant director of 
the Department of Monetary Policy, 
Which posts he will relinquish to be- 
come the first director of the Council, 
organized early this year as a means of 
e\panding and coordinating the Associa- 
tion’s educational activities. Dr. Lee 
holds A.B., M.A., Ph.D., LL.B., and 
J3.D. degrees from New York Univ. 





DR. Murray G. LEE 
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Miss America Cuts Ribbon at Bank’s Open House 


The new “Miss 
America,” Mary Ann 
Mobley, whose home 
is in Brandon, Miss., 
just 10 miles from 
Jackson, cut the rib- 
bon at the formal 
opening of the 18- 
story annex recently 
completed for Jack- 
son’s Deposit Guaran- 
ty Bank & Trust Co. 
She also greeted visi- 
tors at the open house 
for the general public held October 21 
and 22. 


Special days throughout the month em- 
phasized tours for the press, tenants of 
the building, employees and their fam- 
ilies, officers and directors of Jackson 
banks, Mississippi bankers, out-of-state 
bankers, attorneys, accountants and life 
underwriters. 


Deposit Guaranty, which has become 
the state’s largest bank, occupies seven 
floors of the new structure, with trust 
department quarters (shown here) on 
the sixth floor. 


An illustrated brochure published to 
introduce the new building to the public 
describes the growth of the city, the 
bank and the trust department. The 
latter began operations in 1925, acquired 
several million dollars of additional trust 
assets in 1933 through a merger and 
by 1949 had a full time staff of four and 
assets in excess of $6,000,000. Since then 
it has had a growth of over 600 per cent. 
The staff today numbers 25, including 
seven trust officers. Its pension and profit 
sharing department services more than 
100 retirement plans. 








, ATE #IDUCIARIES ASSOCIATION OF 
MINNESOTA ELECTS OFFICERS 


President: Glen C. Sawyer, trust offi- 
cer, Marquette National Bank 

Vice Pres.: Raymond E. Chabot, vice 
president, Northern City National Bank 
of Duluth; Willard W. Henjum, vice 
president, Northwestern National Bank, 
Minneapolis; and Frank B. Krause, vice 
president, First National Bank, Minne- 
apolis 

Sec.-Treas.: Oliver W. Hedeen, vice 
president, First Trust Co., St. Paul 

, A AA 


IN MEMORIAM 


RICHMOND P. GARDNER, vice president, 
BANK OF NEW York, New York. 

C. L. HALEY, JR., chairman and trust 
officer, First NATIONAL BANK, Florence, 
Ala. 

HOMER POWELL, executive vice presi- 
dent and trust officer, MURFREESBORO 
(Tenn.) BANK & TrRusT Co. 

A A A 


ERRATUM: The photos of trust 
quarters at p. 984 of the October issue 
were transposed. 
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-..a seller makes a sale, a buyer makes a buy in the big high-speed a 
government bond market at the Continental Illinois Bank | team 
kinks 


Tomorrow morning, when the toast pops up from your toaster, you might fou : 
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remember this one point: 
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PAPERBOARD PRODUCTS 
(Continued from page 1010) 


tion in dividend rate from $1.80 to $1.20 
annually, it was stated that the depressed 
price structure of the lumber markets, 
together with the need for expansion dol- 
lars to develop the company’s’ newer 
lines, dictated this move. With a con- 
tinuing strong current financial position 
and an outlook for improved per share 
earnings for 1959, the present $1.20 
dividend appears assured. With esti- 
mated cash flow of around $5 per share 
in the coming year, there should be 
available, after dividends and bond 
amortization, roughly $12 million for 
expansion needs. During 1958, total 
capital outlays will reach about $17.7 
million and, thus far, planned 1959 capi- 
tal expenditures are ticketed at $8.5 mil- 
lion. 

With placement this year of an issue 
of $25 million 4% debentures, due in 
1983, Diamond Gardner has anticipated 
its foreseeable financial requirements for 
some time. A semi-annual sinking fund 
starting in October 1963 will retire the 
entire issue before maturity. It is be- 
lieved that cash flow will provide for 
normal nearby replacement demands 
and growth in volume. Present produc- 
tion facilities, it is estimated, would sup- 
port an annual sales volume of around 
$180 million, without exceeding the nor- 
mal allowable cutting rate in lumbering 
activities, as contrasted with present an- 
nual volume in the neighborhood of 
$170 million. 

As compared with 1957 earnings of 
$2.15 per share, 1958 will be a year of 
readjustment, as indicated by first half 
profits of $.93 against $1.22 in the like 
1957 period. In the opinion of manage- 
ment, however, it should stand out in 
retrospect as one of continuing achieve- 
ment in forming a tighter, more efficient 
team and smoothing out the inevitable 
kinks of two major acquisitions within 
four years, together with continuing 
mocernization of physical plant and put- 
ting the Red Bluff mill into operation. 
With an unbroken record of dividend 
payments in each year since 1882, it is 
uncerstandable that reduction of the an- 
nua’ dividend rate was not pleasing to 
the directors but it is undeniable that 
the company’s financial position will be 
enhanced by their action with eventual 
benefit to stockholders. 

/oday Diamond Gardner has stepped 
a prominent spot in pulp and 


int 
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. Trade Winds . 


. Memos... Portfolio Studies 


paper packaging. While it is not pres- 
ently covering the broad range of en- 
closures compassed by several of the 
larger entities, its lines appear to rank 
well competitively and, in view of its 
growth potentials, the future could be 
bright. However, the wisdom of gener- 
ating as much expansion money as pos- 
sible through a conservative dividend 
payout may mean that holders of the 
common stock may not benefit immedi- 
ately from the improved profits which, 
it is hoped, capital outlays of recent 
years may produce in the foreseeable 
future. 
A A A 


First Woman Governor of 
Exchange 


Mary G. Roeb- 
ling, president and 
chairman of Tren- 
ton (N. J.) Trust 
Co., internationally 
known figure’ in 
banking, became 
the first woman 
ever to serve on 
the top policy- 
making board of a 
national stock exchange when she was 
appointed last month to the Board of 
Governors of the American Stock Ex- 
change. Commenting on the unanimous 
designation, Exchange president Edward 
T. McCormick said: 

“The American woman is today a ma- 
jor influence in the securities market 
and constitutes a majority among the 
share-owning public. Male stockholders 
outranked the fair sex until 1952, but 
today 52%, and probably more, of our 
nation’s shareholders are women. Mrs. 
Roebling will be in a unique position to 
bring a feminine influence and point to 
our proceedings.” 





Mary G. ROEBLING 





Rotogravure press at The 
Gardner Division, Lock- 
land, Ohio, can turn out 
150,000 cigarette cartons 
or 50,000 soap cartons an 


hour. This division of 
Diamond Gardner is a 


leading producer of fold- 
ing cartons, retail boxes 
and paperboard. 
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Portfolio Management Today 
Two very favorable factors which will 
bear upon trust investment analysis dur- 
ing the coming decade are the continuing 
march of technology and the failure of 
the downturns of 1949, 1954, and 1958 
to develop into major recessions, ac- 
cording to an appraisal by Douglas A. 
Hayes, professor of finance at the Uni- 
versity of Michigan, speaking at the 
Michigan Bankers Association Trust 
Conference October 3. While the 
former creates investment opportunities 
it likewise presents risks of obsolescence 
but the latter indicates that risks of cyc- 
lical swings have been reduced. Although 
certain industries are more susceptible 
than others to fluctuations in earnings, 
business profits overall are likely to be 
more stable than in the past. 
Inflationary implications of the econ- 
omy present the most unfavorable as- 
pect, especially in the field of fixed-in- 
come investment. Here Federal Reserve 
attempts to combat this evil may bring 
sharp fluctuations in rates, as well as in- 
fluencing higher average interest rates 
but the possibility of higher yield may 
be offset by erosion of real income and 
value of the corpus, along with increased 
uncertainty as to investment liquidity. 
The long-term investor in equities 
must weigh carefully the variable im- 
pact of possible inflation upon his port- 
folio, the risk of dropping behind the 
technological parade, the difficulty of 
obtaining a living return at present 
prices and the need to discern between 
intrinsic worth and scarcity value in- 
duced by concentrated institutional de- 
mand. Mr. Hayes queried whether more 
attention should not be given to stocks 
less generally favored than blue chips. 
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CorPoRATE ASSET VALUES 
RELATED TO Stock PRICES 


Security analysts with European train- 
ing look first at balance sheets before 
considering income accounts. A good, 
strong balance sheet, with large cash 
holdings, little debt, and solid physical 
assets rate high but not that speculative 
gilding of the lily which lights up but 
does not illuminate many American re- 
ports. Earnings, of course, are a neces- 
sity, or why be in that particular busi- 
ness? But profits for one year tell very 
little of the running story and seldom 
reveal much of the outlook. Yet they 
have an effect on our stock prices which 
often carries them past validity into the 
realm of nonsense. Here, plainly, it is 
Earnings First. 

Probably the reasons for this statisti- 
cal nonchalance which is often noted 
are not far to seek. Our heritage no 
doubt accounts for much of it. If our 
early iron deposits threatened exhaus- 
tion, it was a relatively simple matter to 
cross over the next hill and find others. 
Nor was plant and equipment of major 
importance; it was moved over and re- 
built. So, too, with paper and other in- 
dustries. Raw materials were plentiful 
and not worth much, nor was plant. In 
Europe old, if not ancient, civilizations 
had to measure demand by supply and 
learn to ignore the prodigality with 
which America marched ahead. 

Nor should this astonish anybody. 
Our Civil War was not yet fought. Cali- 
fornia, and its gold, was new to us. The 
great plains beyond the Mississippi were 
not yet opened and agriculture was our 
dominant business. Land was to be free 
for the asking for many more years. Our 
blessings were so plentiful that they were 
taken for granted and appraised accord- 
ingly. 

Situations differed, of course. Nothing 
else was so valuable, perhaps, as a good 
gold or silver mine. Copper, lead and 
zinc could be taken, or left, and bauxite 
was an untidy, clayey mess, for alumi- 
num had not yet appeared in commercial 
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form. Forests were useful for logs, lum- 
ber, shingles and firewood. So were 
streams to be harnessed to supply power. 
But none of these had much standing in 
balance sheets, perhaps not even the land 
grants that drove our railroads across 
the country to the Pacific, though the 
prospectuses of the day must have in- 
trigued the land-hungry European in- 
vestors whose investments made some 
of these railroads possible. 


America, however, may no longer be 
described in these terms. Vast iron de- 
posits are rapidly vanishing into the 
blast furnaces; new deposits must be 
sought and developed at huge expense. 
Values, to the companies involved, will 
be large; they will find their way into 
balance sheets and, to a greater or lesser 
extent, will be reflected in stock prices. 


So, too, with lumber, which once was 
a freely expendable asset. Now harvested 
tracts are being carefully guarded 
against fire. Seedlings by the millions 
are being produced and the land re- 
forested, creating a virtually inexhaust- 
ible future asset of great value. This, 
too, shows up in the books and stock 
prices. 


Wasting assets are, of course, another 
matter. When copper mines, or oil fields, 
or sulphur deposits are exhausted, it 
will generally be found that time has 
been taken by its well-known forelock 
and new sources of these essential raw 
materials are ready for extraction. But 
these new additions to properties are no 
longer booked at the values of old. They 
contain all, or most, of the elements of 
actual cost insofar as an established, 
well-entrenched company is concerned. 
Possession of sound properties and re- 
serves is the life-blood of wasting asset 
companies and a good grasp of their po- 
tentialities is always a sine qua non for 
the informed analyst. 


Petroleum, natural gas, brine wells, 
dried-up mineral-bearing lakes, rare 
earths, to mention but a few items now 
essential to the national economy, were 
carried in varying ways on _ balance 
sheets but are now valued on an accrued 
increment basis. That increment now is 
totaled in the billions of dollars. Costs 
include the expenses of discovery, which 
are something like finders’ fees, and ex- 
penditures for exploration and develop- 
ment, but eschew romance which may be 
fine on the stage but is anathema to 
values. They find reflection in the earn- 
ing power and the assets of many of our 
largest corporations and should be ex- 
amined with utmost care. Often they 
are the answer to the question: Why has 
XYZ risen so sharply? 





Natural resources are not, of cours., 
the only assets that affect earnings aid 
‘nancial soundness of great enterpris«s, 
Time was when the big hunt was for 
strong, plushly-filled treasuries; these 
were often a major income-creating 
source of forgotten textile companivs, 
as they indeed are of some active, moncy- 
making textile organizations today. 
Such treasuries financed other enter- 
prises, some of them today far larger 
than the original source of the capital. 
To find them was not too easy but 
neither are these pools of capital too 
rare. Great financial strength is still a 
most potent corporate asset, as well as a 
factor in share values. 


Especially during World War II and 
subsequently, still another corporate as- 
set of great worth came into being. It 
was at first nothing much more than a 
meager research or engineering staff 
with eyes not only on the main chance 
but on all perceptible possibilities. Once 
the possibilities were grasped, it paid 
off handsomely in many companies and 
almost miraculously in numerous others, 
Vitamins, drugs of all kinds, remarkable 
fertility in new inventions, electronic 
marvels — International Business Ma- 
chines is a classic example — and the 
progress in nucleonics and the famous 
antibiotics, are cases in point. “Know 
how” was, for a time, a little orphan 
brother now grown to great strength, 
stature and respect. 


Many corporate values are quite in- 
tangible. Knowledge, after thorough 
demonstration of the figurative gold into 
which it can be transmuted, commands 
a high price in the market today and 
will increasingly in the future. It is, 
however, far more difficult to judge and, 
therefore, embraces a much greater risk 
of bad judgment when the venture is 
still in its speculative stages. The test is 
the end result, in this case earnings. 


So, too, with research expenditures. 
There are some companies whose tangi- 
ble results after many years of research 
and exploration still give the impres- 
sion that such outlays may be for the 
greater glory of science but far less s0 
for investor profit. Investors must judge, 
as best they can, whether that money is 
illspent or wisely applied. This is no call 
for a quarterly appraisal and an annual 
check-up. Science does not move that 
fast. It took duPont ten years to develop 
nylon for the market. But it drove Jap- 
anese silk out of the market insofar as 
women’s hosiery is concerned anc the 
reward was great. Most companies re 
port on such progress after the initial 
ideas have been approved. 
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Also, stated book values alone may or 
may not be comparable. Some of our 
railroads, for example, have exceptional- 
ly high book values in relation to stock 
prices, which means that the stated value 
of their assets is, to say the least, dubi- 
ous. Obviously, the railroads could not 
long continue overstatements of book 
values without the differences between 
them and reported earnings drawing at- 
tention. There are many factors to be 
considered, such as preparedness for 
peak demands upon their services, such 
as arose during the days of World War 
II. It may be, too, that Federal deprecia- 
tion rates are something less than realis- 
tic and hence reflect in unrealistic book 
values. 

It is anomalous that New York Central 
book value was around $194 a share at 
the end of 1957 while its stock is now 
selling at about $25-$30 a share. Min- 
nesota Mining & Manufacturing had a 
book value of a little over $12 a share 
on December 31, 1957 and its stock 
changes hands around $90-$100 a share. 
While these prices are obviously the re- 
sult of differing appraisals of the future, 
it is just as clear that no one used book 
values in either case. 


The answer must be reached after 
careful study of many factors, not the 
least of which are current value, pros- 
pects and all assets — both tangible and 
intangible. This applies to the quality of 
management and the rightful place of 
adaptability and vision in conduct of the 
business. So does the financial strength 
of the company and its earning power, 
the past record and chances for indefinite 
survival. Physical assets are an especially 
important part of the search for values, 
naturally with due regard for intrinsic 
worth; often they confer a premium. 
Like strong finances, however, they can- 
not be dissociated from everything else. 
Money can be dissipated; other assets 
can lose their values for technological 
or similar reasons. Management can de- 
teriorate. But present ownership of all 
of them is the best assurance for the 
future that has yet appeared. 


GeorceE L. BARTLETT 
THOMSON & McKINNON 


TecunicaL ASPECTS FAvoR 
Hiciier Stock Prices 


I» the February 1958 Trusts AND 
Est: res (p. 123) the opinion was ex- 
pressed by the undersigned in this 
column that the course of the stock 
mar.et would continue to be influenced 
in najor degree by future monetary 
poli y decisions of the Federal Reserve 
Boz d; also that the October 1957 low 
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could be considered the end of the bear 
market which began in April 1956. 

Subsequent successive reductions in 
the discount rate to the low of 134% in 
April and lowering of the bank prime 
rate to 314% encouraged constructive 
action in the market, which topped the 
487.11 D-J industrial average figure 
which represented a two thirds correc- 
tion of the previous decline, thus sig- 
nalling higher prices ahead. 

By the end of July, after the industrial 
average had passed the 500 level, the 
Board, evidently believing that stock 
prices were outpacing actual business 


recovery, raised margin requirements to 
70%. On August 15 San Francisco, 
followed later by the other Reserve 
banks, raised the discount rate to 2%, 
but stock prices continued to advance. 
As the industrial average approached the 
1956 high in mid-September, the Chase 
Manhattan Bank increased the prime 
rate to 4%. 

During October we have seen margin 
requirements raised to 90% while the 
discount rate was upped to 244% by 
nine of the twelve regional banks. The 
election is two days away at this writ- 
ing and the industrial average is at 
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EQUIPMENT TRUST CERTIFICATES 
PUBLIC UTILITY, INDUSTRIAL & RAILROAD BONDS 
INVESTMENT STOCKS 


Knowledge, Experience, Facilities for Investors 


R. W. Pressprich & Co. 


Members New York Stock Exchange 


48 Wall Street, New York 5, N. Y. 


ALBANY BOSTON 


PHILADELPHIA 


SAN FRANCISCO 
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IBM 


175TH CONSECUTIVE 
QUARTERLY DIVIDEND 


STOCK O.VIDEND 


The Board of Directors of 
International Business Ma- 
chines Corporation has today 
declared a quarterly cash divi- 
dend of $.65 per share, pay- 
able December 10, 1958, to 
stockholders of record at the 
close of business on November 
12, 1958. The Board of Direc- 
tors also declared a 214% stock 
dividend, payable January 28, 
1959, to stockholders of record 
on January 6, 1959. 
Cc. V. BOULTCN, 
Treasurer 


590 Madison Avenue 
New York 22,N. Y. 
October 28, 1958 





INTERNATIONAL 
BUSINESS MACHINES 
CORPORATION 
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943.22, just under the closing top of 
546.56, and an air of uncertainty per- 
vades the stock market. 

The monetary moves of the Federal 
Reserve Board have been rapid and 
drastic in an effort to curb the advance 
in the stock market. The point has been 
reached, however, where initial recovery 
in business activity is in jeopardy of 
being retarded if the moves of the 
Federal Reserve prove too drastic. With 
the prime rate still at 4%, it may be 
that business can continue to improve 
but an increase in the prime or: discount 
rates, if made too soon, could throw:the 
recovery off balance and retard both 
business and the stock market. 

A very bullish technical signal came 
on September 15 with the close of 
523.40 which topped the April 6, 1956 
close of 521.05, the August 2, 1956 of 
520.95 and the July 12, 1957 one of 
520.77. This flat top around the 521 level 
had proved a resting point in the major 
bull market which started with the June 
13, 1949 low close of 161.60. The only 
minor bear move.since 1949 was the one 
ended October'22! 1957, as the eight and 
one half month decline which terminated 
September 14, 1953 at 255.43 was prob- 
ably of too short duration to be classed 
as even a minor bear move. 


corrective decline or a_ consolidation 
movement of indeterminate duration. 
(3) If new highs are scored by the in- 
dustrials in November, then of course 
market progress would be continuing 
towards some future peak. 

Possibility (1) sounds dangerous aid 
it would be, should it eventuate. It is my 
belief, however, that October 1958 
should not be the month of termination 
of this major bull market. This would 
mean that either possibility (2) or (3) 
should represent possible future action. 

(Continued on page 1068) 











THE DAYTON POWER 
AND LIGHT COMPANY 


DAYTON, OHIO 
145th Common Dividend 


The Board of Directors has declared 
a regular quarterly dividend of 60c 
per share on the Common Stock of 
the Company, payable on December 
1, 1958 to stockholders of record at 
the close of business on November 
18, 1958. 


GEORGE SELLERS, Secretary 
November 7, 1958 
































No major bull-market in the more * 
than 50 year history of the D-J averages National 
has ever terminated with a flat top Distillers 
Accs: formation. There has always been a d 
peak, reached in a single month, from = 
which decline sets in until the bottom Chemic 
s Southern California of the bear market has been reached. “ 
Edison Company It is true that the high close of Corporation ‘ 













DIVIDENDS 
The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


CUMULATIVE PREFERRED STOCK, 
4.08% SERIES 

Dividend No. 35 

25/2 cents per share; 
CUMULATIVE PREFERRED STOCK, 
4.24%, SERIES 

Dividend No. 12 

26/2 cents per share; 
CUMULATIVE PREFERRED STOCK, 





546.36 of October 17 represents a high 
peak since the Industrial average pene- 
trated that flat top around 521. If the 
Industrial average in November fails to 
surpass the high of October we would 
be left with (1) an October peak which 
could represent either the end of the 
current major bull market or (2) a peak 
which could later be penetrated after a 


DIVIDEND NOTICE 


The Board of Directors has de- 
clared a quarterly dividend of 
25¢ per share on the outstanding 
Common Stock, payable on De- 
cember 1, 1958, to stockholders 
of record on November 10, 1958. 
The transfer books will not close. 


PAUL C. JAMESON 


October 23, 1958 Treasurer 
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4.78% SERIES f 
Dividend No. 4 ; 7 
297/g cents per share; F 
CUMULATIVE PREFERRED STOCK, 3 ™ 
4.88% SERIES : RB 
Dividend No. 44 = T Ee ES | N Ee & Ss Ee Ee 4 
301 cents per share. Ba ) 
The above dividends are pay- e & A S : 
able November 30, 1958, to 8 
stockholders of record No- - TRANSMISSICN COMPANY 
vember 5. Checks will be & 


mailed from the Company's 
office in Los Angeles, No- 


vember 29, 


P.C. HALE, Treasurer 
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Wreees 


AMERICA’* LEADING TRANSPORTER OF NATURAL GAS ce 


HOUSTON. TEXAS 









The regular quarterly dividend of 35c per 
share has been declared on the Common 
Stock, payable December 16, 1958 to 
stockholders of record on November 21, 


1958. J. E. IVINS, Secretary 


DIVIDEND 
NO. 45 


October 16, 1958 
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Behind the performers on 
‘ven the simplest television 
show is at least one writer, 
yroducer, director, camera 
‘rew, prop man and engineer 
to say nothing of the fantas- 
ic network of electronic equip- 
nent that transmits their 
‘forts to you. 
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than meets the eye! 


The newscaster who brings a summary of the 
day’s events appears alone on this screen, but be- 
hind him—unseen by the TV audience—are thou- 
sands of men and women who made his program 
possible. They include the people who designed 
and built the facilities of TV transmission, cam- 
eramen, technicians, script writers, directors, 
producers, newsmen throughout the world, and 
many others. 

Producing gasolene is like that. To provide the 
motor fuel which flows from pump to car requires 
a host of people who must find and produce the 
crude oil, refine it, test it in laboratories, trans- 
port it to distributing points, and finally deliver 
it to the station tanks to await the customer’s 
order to “fill ’er up.” 

In the case of Cities Service, one of the nation’s 
leading oil companies, all this required a capital 
investment of more than $179,000,000 in 1957 
alone. It is money well invested, for petroleum 
products are vital to modern living—second only in 
importance to food itself. 


there’s more to Cities Service 

















EQUITY CHANGES IN COMMON TRUST FUNDS 


OMMON STOCKS OF 271 COMPANIES 
(= newly purchased or completely 
sold out by one or more of the 204 Com- 
mon Trust Funds that reported to 
Trusts & Estates their equity changes 
for the quarter ended September 30, 
1958. There are 11 of these companies 
whose stock was newly purchased in this 
quarter which were not held by any 
Common Trust Fund at the end of 1957. 





























They are indicated by an asterisk. 
There are 2 of these companies whose 
stock was completely eliminated from 
the list previously held. They are indi- 
cated by a dagger. 

The largest net increase was again 
made by U. S. Steel (11), followed by 
General Electric (8). 

In the list below the number of funds 
(out of the 204 reporting) that during 


the quarter added a stock to their hold- 
ings is shown in the “N” or newly pur- 
chased column. Those that eliminated a 
stock from their portfolio are represent- 


ed by the figures in the “S” or sold out 


column. The Final “H” column shows 
the total number of Common Trust 


Funds (not limited to the 204.) that hold 





























Drucs, Foops, Topacco NS H NS H NS H NS 
s > eattle-First Nat. Bk. ............ 1 1 Pittsburgh Plate Glass .......... 11 61 Standard Oil—Kentucky ........ 1 
Amer. Chicle .......-.-------0------ 1 22 Pransamérica ...... cue 2 11 Pullman ...... usu. 1 2 Standard Oil—New Jersey ... 7 
Amer. Home Products ............ 2 57 U. S. Nat. Bk., Portland | ewe 1 1 Radio Corp. of Amer. seseeeeeeseeee 2 1 15 Sunray Mid-Continent Oil ...... 1 
Amer. Tobacco ssssssssesenesssenseeeenes 12 36 Robertshaw-Fulton - .. Oe ee eee 
pe = en eae ee ae 1 1 INDUSTRIAL St. Regis Paper ........... Z_ 5 Union Oil 1 
Canuie Dry* a 1 4 Air Reduction ............................ 2 24 aston Sera eneeenearenenens } - = S. se She - = Th io ee 1 
a tt. 12 15 Allied Chemical ... re rat el Bee retire skins cacti ee ee L. 
Colgate-Palmolive .................... 1 g Allis-Chalmers et aeasteas 5 22 aa, me 5 
Continental Baking* ................ 1 1 Alpha Portland Cement ...... : 5 Texas Gulf Sulphur ........17 19 Pusiic Utinities 
Corn Products Refining .......... 5 1 63 Amer. Can ............. - 71 103 | | RE Se aa + a 
General Foods ...............00-:-.0-.-- 3 114 Amer. Cyanamid ...... one mee 1 g Amer. Elec. Pwr. .......... 
General Mills ........................... 21 29 Amer. Potash & Chem. > 3 4 ihe icotions 3 a: pari 1 26 Amer. Nat. Gas ....:.. 
Hershey Chocolate ........... .11 7 Amer. Rad. & St. San ae: 8 Union Carbide aeansinete 6 186 Amer. Tel. & Tel. : 1 
Jewell Tea... ennm "1 15 Armstrong Cork... 1336 2S OS ee Geo Bee 8 
ei ccaaneae 4 Bendix Aviation scence 1 19 ES Gueeum 47g Boston Edison ...........--..--...-- 1 
Liggett & Myers. a a ee 1 NITE ina cesiscsseeescn-socdasscs 11 34 Ww yp ae eretre Brcoklyn Union Ges 5 _1 
est Va. Pulp & Paper poet : Cc li eS ee 2 
Bit Lilly. ............ = I oor ono savakonth co >etonseact : re Wisthnenis Mactehe é gq Carolina : 
P. Lorillard : 1 1 Caterpillar Tractor ..................2 1 47 esi Timb arenas 1 10 Cincinnati Gas & Elec. 1 
McKesson & Robbins ............ 1 1 11 Champion Paper & Fibre ee | 3 Whirl = oad Seer = saeoneenentens i 9 Cleve. Elec. Illuminating 1 
Mead Johnson .......................... 1 4 Champion Spark Plug® .......... 3 3 one ethenetcocnars she nesentscionns ron Piaget a 1 
¢ 2 Chicago Pneumatic Toc! ........ y 2 olumbia Gas System .............. 4 1 
Sonteanel apace ; 1 *s Chrysler  —...............--.-ssee-s-senee 1 6 MERCHANDISING & Commonwealth Edison ............ 1 3 
National Dairy Products .... 4 133 Columbian Carbon ...... ssasataueas, 4d MISCELLANEOUS Consolidated Edison ................ 1 
I III osc cn ccectccccnccscccacscesss $ 30 Consolidation Coal .................... 1 2 Allied Stores .......... ee sa Detroit Edison .............. 1 
Penick & Ford ............ = 6 Container ............... seeseceeccscennee 18 Columbia Broadcasting . 1 3 Duquesne Lt. wevvvsseene LD 
Pepsi Cola* .......... 1 1 Continental Can .........................2 TT Rederated Dept. Stores ............ 2 gg Florida Pwr. & Lt. REN TNE ae - 
gy a 33 Corning Glass Works ea 36 First National Stores 3 94 Gas Service ....... Rectae on 
Philip Morris ....................... 1 § Crown Zellerbach ...................... 3 53 Food Fair Stores* ea j General Public Utilitics _... 13 
Procter & Gamble 1 PO con ee ; aS 51 25 w. T. Grant _3 17 General Telephone . ae 
ee ee g Diamond Alkali ........................ 1 4 Kroger 11 «gg Hovrston Lighting & Pwr. ...... 1 
Reynolds Tobacco ............ 32 44 Dictaphone} ......... see 1 0 May Dept. Stores ................. 11 43 Idaho Power ....... ~~ 4 
seco pe 4. Seow Aes ........................5. 8 68 Montgomery Ward 12 39 Kansas City Pwr. & Lt. 1 
Smith, Kline & French ........ 1 6 Dresser Industrics ................ 2 9 G. C. Murphy . .2 1g Kentucky Utilities 1 
Standard Brands ...................... 2 g du Pont .................--....0.0.-.---- 6 174 J. GC. Penney ...... eae 5 115 Lone Star Gas ...... pancconiees 
Sterling Drug . .11 39 Eastman SO 5 ssscneets tenes 67 Sears, Roebuck ............. _4 131 Louisville Gas & Elec. l 
Sunshine Biscuit ................ 11 9 Eaton Mfg. W000 1 11 FW. Woolworth 1 36 Miss. River Fuel .................... 2 
Sette & On. ............... ea. | ee 4 National Fuel Gas .................. 1 
: : 2 Fibreboard Paper ‘Peed. pee 2 : New England Elec. System .... 1 
Wm. Wrigley, Jno 18 13 Ford Motor 0.0... 11 4 Perroueum, Mininc & Merats N.Y. State Elec. & Gas... 1 
Gardner-Denver a | 4 Allegheny Ludlum Steel ........ 1 6 Niagara Mohawk Pwr. ............ 2 
° General Controls ‘ 1 1 Aluminium, Ltd. ...................... 11 16 Northern Indiana Pub. Serv. ~ 
FInanciaL & INSURANCE General Dynamics ...... ay 8 Aluminum Co. of ‘Amer. a 1 55 Northern States Pwr. ............ 1 
Aetna Fire Insurance ............ 11 13 General Electric ........................ 8 198 Amerada Petroleum ................ 1 15 Oklahoma Nat. Gas .................. 1 
pS” ne pacratsacts |  ) GOIN iscsi. 4 1194 Amer. Metal Climax ................ 1 6 Pacific Gas & Elec. .................. 3 
Beneficial Finance ....... a ef ||| ee 8 10 Amer. Smelt. & Refin. ..... 4 27 Pacific Lighting ........ a 
Basten Tns.. ............... soni 2 Glidden Rn eee =o cic circ S| | RR ee SE ....... .....<.. 1 
Chase Manhattan ....... 21 55 B. F. Goodrich .......... ee ee ee eee | 30 Peoples Gas Light & Coke ...... I 
Chemical Corn Exchange Per 17 Goodyear Tire & Rubber saa Aa 52 Atlantic Befinine ...................... 1 Oe Re IR cxccncicesccctocssc-ccssatiooney 
C.LT. Finaneial .............. a 69 W. R. Graee ............... az 6 Bethlehem Steel .....000.00000.......... 4 2 67 Public Serv. Elec. & Gas ........ 1 1 
Commercial Credit ain 47 Hammond Organ* a we | kL Sontinental Of ..........:............. 2 65 Public Serv.—Colcrado .......... 1 
Conn. Gen. Life Ins. ........ oi 4 Hercules Powder ............. 2 36 Fansteel Metallurgical* eee 1 San Diego Gas & Elee. ............ 1 
Continental Casualty .......0....... 1 7 Hoskins Mfz.; a 1 Wo eae are ee 79 South Carolina Elec. & Gas .. 1 
Continental Ins. ... Se: Or Teen Cee on. 6 Inland Steel . coon 2 Be eee <5. -....... os 
Firemen’s Fund Ins. ........ << 27 International Bus. Mach. ao: 57 International “Nickel Saiacn 16 Southern California “Edison 1 
Firstamerica £ a 6 International Harvester .......... 32 71 Island Creek Coal ............ | 4 Southern Nat. Gas ...... 1 
First Nat. Bk., Beston datees 37 Int. Min. & Chem. ...... .. 1 2 Kennecott Copper . . 561115 Texas Utilities .............. - 2 
First Nat. City Bk., N. Y. ...4 111 International Paper ............ 2 78 Kern County Land ........ aes. 2 United Gas ........ oe 
First Penna. Banking & Tr. ..1 1 12 International Salt wince SS Qi Cie 2 Oiee..................... 1 34 Virginia Elec. & Pwr. om 
Girard Tr. Corn Exchange 2 8 Johns-Manville .........................8 2 91 National Lead ................... — 98 Washington Water Pwr. 2 
Cuaranty Trust . Ste 64 Joy Mfg. iti, ce Bee Gee: oa 89S a ee i 2 
Home Insurance . ae ER Kimberly-Clark casita tcccassikeass ccs ARR NN MII sce oe So .. 11 383 Wisconsin Public Serv. .......... 1 
Irving Trust ........ pa ae 1 12 Lehigh Portland Cement saciaxages, 8 Peabody Coal* ................... 1 1 
Lincoln Nat. Life Ins. ook ne. 6 Libbey-Owens-Ford Glass ......1 1 87 Phelps Dodge .......0000......... ae 37 
Marine Midland Corp. ............ 2 9 Link-Belt _.................. ...- 1 18 Phillips Petroleum .......... <8 a TRANSPORTATION 
Maryland Casualty .................. 1 8 Marquette Cement* nage ae Se 1 Republic Steel —.............. 3 11 Atch., Top. & Santa Fe ........ 2 ! 
Nat. Life & Accident* ............ 1 1 Minn. & Ont. Paper ................ 1 4 Reynolds Metals .... 2 1 Buckeye ya 
Nat. Union Fire Ins. ..............1 5 Monsanto Chem. ........................42 50 Richfield Oil .......... 1 1 Gen. Amer. Transportation a 
Old Colony Trust* .................. | 1 Nat. Cash Register .................. 2 47 Snetd Oe .................. i 50 Great Northern ........................ 
Phila. Nat. Bk. ............... 11 13 Olin Mathieson Chem. ............. 2 12 Sinelair Oil ........ 3 56 Norfolk & Western .................. 1 
Ee ee ed 1 7 Otis Elevator . A ne 1 22 Socony Mobil Oil - 6 146 Scuthern Rwy .. Peescie! eae | 
SE ae | i | 3 Owens-Illinois Glass ................2 1 70 Standard Oil—California ........ 2 94 Southern Pacific ‘Rwy ised 
Seaboard Finance ...................... 1 2 Pennsalt Chemicals .................. 2 17 Standard Oil—Indiana ............2 103 Union Pacific ........................- 2 
For list of common trust funds recently sect in operation, see page 1001. 
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the stock according to the latest infor- 
mation received. 
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RepucING PENSION Costs 
BY Equiry INVESTMENT 


The merits of long-term institutional 
investment in selected equities have been 
recognized for enough years now to span 
the entire experience of many younger 
administrators. To this element, liberal 
use of common stocks is taken for 
granted but acceptance of this hard-won 
place of honor is still not unanimous, 
with the capitulation of the Bell System 
pension fund only two months ago a 
case in point. 

In spite of the favorable results of 
individual trust accounts with this 
medium, there appears to have been 
initial reluctance on the part of many 
corporations creating trusteed employee 
retirement plans to permit inclusion of 
common stocks in other than minimal 
amounts. While this area has expanded 
to an average equity percentage of about 
25% of book value and about 30% of 
market value at the end of 1957, accord- 
ing to the SEC report of June 1958, it is 
still far below a percentage which might 
double present income and yet afford 
reasonable security. 

Stocks offer the only source of better 
yield and appreciation in value to hold 
persion costs to a minimum, while in- 
flation tends to raise these costs in- 
exorably. This thesis is presented by 
Paul L. Howell, a consultant specializing 
in pension fund investments, in the 
November issue of Harvard Business 
Review. Among the reasons permitting 
greater use of common stocks within 
the basic objectives of safety of prin- 
cipal and adequate return to meet ac- 
tuarial goals, Mr. Howell mentions these 
hive 

1. better productivity through com- 
bined dividend yield and capital ap- 
preciation 

2. inflation a factor only in selec- 
on of industries and companies 
which would benefit or be hampered 
hy changing price levels 

3. almost complete absence of need 
ir liquidity 

4. full investment as funds roll in 


5. because of full investment, 
rowth, absence of extreme hazards 
nd dollar averaging, little need for 
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| 
| 


| 
defensive positions which might lower | 
portfolio yield 
Mr. Howell points out that portfolio 
appreciation is important whether real- | 
ized or not, for it can serve as a hidden | 
reserve, inasmuch as Treasury regula- | 
tions do not permit formal reserves to 


be set up. 





Describing General Electric’s pension | 
investment program which in 1950 in-| 
cluded equities for the first time since its | 
inauguration in 1912, Mr. Howell said 
the trustees may place all new money in 
equities when yields and prices seem 
attractive or they may commit them- | 
selves for months in advance for private | 
placements. In early 1958, about 50% 
of the stock portion was in oils, chemi- 
cals and utilities and 25% in retail 
trade, foods, automobiles and acces- 
sories, and buildings. Not more than 
4% of the stock portion may be in- 
vested in any company nor represent | 
more than 1% of its outstanding stock. 
Outside investment counsel is retained. 

Sustaining forcefully the dynamic | 
contribution of the equity sector is the | 
record of the fund at the end of 1957, | 
showing a 17% appreciation in the| 
stock segment, contrasted with an 8% | 


shrinkage in corporate bonds: | 


Book Value Market Value 


(millions ) 








Cash $ 21.4 $ 21.4 
Governments 52.8 49.9 
Corporate bonds 412.9 380.9 
Common stocks 242.2 283.7 
Miscellaneous 74.1 74.1 

$803.4 $810.0 


Mr. Howell notes that dollar averaging 
is followed but not “across the board” 
and no individual stock is bought at 
regular intervals. Purchases are selected 
from an 85 stock list on the basis of 
apparent attractiveness at the time. 
Policy also calls for accelerated pur- 
chases in a declining market with em- 
phasis on those issues which have 
suffered most pricewise. While this at- 
tempt at timing may go counter to some 
mechanistic investment approaches, it 
appears to have produced excellent re- 
sults. 





BUSY 
TRUST 
OFFICERS 


are invited to 
send for a copy of 


“PLANNED 
INVESTMENT 

FOR BANK TRUST 
DEPARTMENTS” 


The complex task of administering trust 
funds is one that takes an increasing 
amount of your time and effort. As a 
bank trust officer you are well aware 
of this, and you know that one of the 
most important of your problems is the 
management of the securities portfolio 
itself. 


Knowledgeable as you may be about 
investments, haven’t you often felt it 
would be very helpful to have a group 
of competent outside advisors regularly 
available? Haven’t you wished that the 
investments of each of your trusts could 
have the advantages of professional ad- 
visors who would be available to you 
at all times? 


The specialists in the Planned Invest- 
ment Department at Smith, Barney & 
Co. are ready to give you this kind of 
help. 


The plan under which we would work 
with and for you would be specially 
set up to meet the needs of your bank 
and the individual trusts. 


If you would like to know more 
about our investment services and how 
they can help you and your clients, send 
for a copy of our brochure, “Planned In- 
vestment for Bank Trust Departments.” 


Smith, Barney & Co. 


Members New York Stock Exchange 
and other leading exchanges 


20 Broad Street, New York 5, N. Y. 
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Witn Firm REIN 


Further evidence of the Federal Re- 
serve Board’s desire to keep a tight 
checkrein in the money markets came in 
the last week of October with the an- 
nouncement of a rise in the discount 
rate by five regional banks to 214% 
from the 2% rate adopted in mid- 
August. By the end of the month, the 
new tariff was in force in nine reserve 
areas. This was the fifth discount rate 
change during 1958. 

The action of the Board in approv- 
ing the boost came as no surprise to 
the money market and was regarded as 








COMMON STOCK 
DIVIDEND 





The Board of Directors of Central 
and South West Corporation at its 
meeting held on October 8, 1958, de- 
clared a regular quarterly dividend 
of forty-two and one-half cents 
(42% ¢) per share on the Corpora- 
tion’s CommonStock. This dividend 
is payable November 28, 1958, to 
stockholders of record October 31, 


1958. 
Leroy J. SCHEUERMAN 
Secretary 
CENTRAL AND SOUTH WEST 
CORPORATION 


Wilmington, Delaware 








en 


CONTINENTAL 
C ii COMPANY, Inc. 
168th 


COMMON DIVIDEND 


A regular quarterly divi- 
dend of forty-five cents 
(45¢) per share on the 
common stock of this 
Company has been de- 
clared payable December 
15,1958, tostockholders of 
record at the close of busi- 
ness November 21, 1958. 


56th 
PREFERRED DIVIDEND 


A regular quarterly divi- 
dend of ninety-three 
and three-quarter cents 
($.9334) per share on the 
3.75 cumulative pre- 
ferred stock of this Com- 
pany has been declared 
payable January 2,1959,to 
stockholders of record 
at the close of business 
December 15, 1958. 


9th 
SECOND PREFERRED DIVIDEND 


A regular quarterly divi- 
dend of one dollar twelve 
and one-half cents 
($1.1214) per share on the 
Second Preferred stock 
($4.50 cumulative) of this 
Company has been de- 
clared payable December 
31, 1958, to stockholders 
of record at the close of 
business December 1,1958. 


LOREN R. DODSON, 
Secretary 
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largely technical in nature, inasmuch as 
the average yield on three-month Treas- 
ury bills had been running approximate- 
ly one point above the previous discount 
rate, a state which usually signals the 
likelihood of compensatory action. The 
prime rate, however, was not affected 
nor was a change in the near future con- 
sidered likely. The Board’s approval was 
taken as an indication that business con- 
ditions are still improving and _ that 
latent inflationary pressures must be kept 
under check. 

Another admonitory step aimed at 
use of excessive credit to finance stock 
speculation—the boost in the margin 
rate from 70% to 90%—failed to dis- 
may the bulls. Although the market re- 
flected. some hesitation in spots, with 
considerable churning and expanding 
volume, the D-J industrial average ended 
the month at around the highs of the 
move. The extent of the advance has 
naturally attracted some profit taking 
but the existence of large amounts of 
cash pressing for investment in equities 
inspires the belief that any marked set- 
back in prices would uncover substantial 
buy orders. Contrary minded observers 
maintain that prices have, in many in- 
stances, outrun levels which hoped-for 
1959 profits would support, with the 
assertion that these will be, at best, about 
equal to 1957 earnings. 


MunNIcIPAL FINANCING HicH 


Municipal bond sales registered a new 
record for the third quarter at $1,674 
million, bringing the nine-month total to 
around $6.1 billion, which tops the 1957 
period by 24%, according to compila- 
tions by the Investment Bankers Associa- 
tion of America. Of the total, $509 mil- 
lion was scheduled for schools, followed 
by $259 million for water and sewer 
facilities and $235 million for bridges. 
Sales of elementary and _ secondary 
school bonds set a record for the period. 

The voters also had for decision in 
this year’s election a large number of 
issues calling for expenditure of some 
$2.3 billion, which was three times the 
volume of 1957 and slightly less than the 
1956 figure. In order of importance, edu- 
cation ranked first, followed by veteran 
aid, with administrative and office build- 
ings in third place. 

There is apparently abroad in the land 
a rising tide of cost-consciousness among 
taxpayers in regard to voting more taxes 
on themselves, unless the proposal is 
especially meritorious or patently neces- 
sary for the wellbeing of the community. 
For example, school facilities are one 
thing, with or without swimming pools 
and gymnasia, but the test is whether they 





are in tune with the demonstrated nec ds 
of the area to be served. Ultra-plush 
features and over-ambitious architectural 
treatment are getting a careful goiig- 
over at the hands of the electorate. 

Probably one factor in the problein 
is the higher interest costs prevailing, 
even for highly-rated obligations. | or 
example, median yields on general ob- 
ligation AAA bonds rose from 2.85% 
in July to 3.10% in September based on 
20 year maturities, while the range on 
10 year obligations was 2.40% to 
2.75%, with 5 year bonds going from 
1.8% to 2.3%. 











AMERICAN ELECTRIC 5 


POWER COMPANY, Ine. 
oe 





195th Consecutive Cash Div.dend 
on Common Stock 


0 A\esuler quarterly dividend of forty- 
two cents ($.42) per share on the 
Common capital stock of the Company 
issued and outstanding in the hands of the 
public has been declared payatle Decem- 
ber 10, 1958, to the holders of record at 
the close of tusiness November 10, 1958. 


W. J. ROSE, Secretary 
October 30, 1958. 























SOUTHERN 
NATURAL GAS 
COMPANY 


Birmingham, Alabama 


Common Stock Dividend No. 79 


A regular quarterly divi- 
dend of 50 cents per share 
has been declared on the 
Common Stock of Southern 
Natural Gas Company, pay- 
able December 12, 1958 to 
stockholders of record at the 
close of business on Novem- 
ber 28, 1958. 

H. D. McHENRY, 
Vice President and Secretary 
Dated: October 25, 1958. 


























i CENTRAL ILLINOIS 
PUBLIC SERVICE COMPANY 


SPRINGFIELD, ILLINOIS 


DIVIDENDS 


A dividend of Forty-two cents (42¢) 
per share on the Common Stock has 
been declared, payable December 1), 
1958, to stockholders of record at the 
close of business November 20, 1958 


Quarterly dividends on the 4%, 4.25°.,, 
and 4.92% Cumulative Preferred Stocis 
have been declared, payable Decemb«r 
31, 1958, to stockholders of record :t 
the close of business December !%, 
1958. 


G. R. Cook, Treasur:r 
November 4, 1958 
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42 '55 1956 1957 1958 7 5.2'55 1956 1957 1958 7 ‘55 1956 1957 1958 
ir Aan Aan. Aan. » Aan. Aan. — ,™ 
—— End of Month —— Range for Period 
1958 1958 1957 1958 1951--57 
Oct. Sept. Oct. NishLew Rishtew 1946-50 1941-45 1931-40 1919-1930 
l. 11. S. Government Bond Yields 
3-Year Taxable Treas. —_-........... % 3.57 3.65 4.00 3.65-1.92 4.10-1.35 1.68-0.90 1.32-1.07 (a) (a) (a) 
6-Year Taxable Treas. __ . J 3.78 3.77 4.00 3.81-2.27 4.12-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. —. caer. 3.78 3.79 3.88 3.84-2.56 3.97-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2%s, 9/15/72-67 ——_____ % 3.58 3.63 3.76 3.63-2.73 3.77-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%s, 12/15/72-67 _..___% 3.55 3.55 3.68  3.57-2.72 3.72-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
314s, 1983-78 cy 3.68 3.79 3.67 3.79-3.04 3.69-2.59 (b) (b) (b) (b) 
3s, 1995 // 3.57 3.55 3.58 3.59-3.05 3.60-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term —_...-_SE>Esis 4.12 4.13 4.12 4.14-3.55 4.15-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term ————_._. % 4.21 4.23 4.29 4.24-3.74 4.31-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term —_—— eeianiscascaatcals: Oe 4.44 4.44 4.48 4.47-3.95 4.51-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term ———_... % 4.90 4.91 5.04 4.96-4.51 §.11-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields . 
— Aaa Rated Long Term __..._.._ on 3.21 3.24 3.30 3.31-2.64 3.45-1.28 1.98-0.90 1.84-0.93 2.81-1.56(d) (d) 
| Aa Rated Long Term ———____.. % 5.45 3.53 3.46 3.62-2.87 3.72-1.87  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term —— - J 3.73 3.76 3.74 3.82-3.07 3.98-1.72 2.64-1.28 2.49-1.49 3.29-2.11(d) (d) 
Baa Rated Long Term — —...... % 4.16 4.29 4.37 4.34-3.64 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
High Grade —% 4.49 4.46 4.68 4.49-4.22 4.68-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade __....____.. -~ % 5.15 5.20 5.60 5.24-5.07 5.60-4.45 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade % 4.35 4.39 4.61 4.41-4.11 4.67-3.46 3.92-3.27(e) (e) (e) (e) 
Medium Grade — -~ % 4.85 4.78 5.08 4.90-4.54 5.16-3.80 4.20-3.52 (e) (e) (e) (e) 
tilities—Low Dividend Series 
High Grade % 4.72 4.73 4.99 4.74-4.33 5.00-3.78  4.24-3.40(e) (e) (e) (e) 
NMetiun Gute — % 4.95 4.92 5.26 4.96-4.69 5.34-4.18 4.65-3.69 (e) (e) (e) (e) 
3. Common Stocks 
125 Industrials—Prices (g) ———-__ $165.03 161.34 133.59 165.03-129.97 158.98-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
25 Industrials—Div. (g) --.----..—. - 5.69 5.71 5.94 5.86-5.69 5.94-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16(f) 
45 Industrials—Yields — sadn, 3.45 3.54 4.45 4.49-3.45 6.79-3.63 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (f) 
({a)—t). §. Govt. Bond Yields in this series date from Jan. 5, 1943. (e)—Low Dividend Preferred Yield Averages in this series date from 
(bs\—1". §. Govt. Bond Yields in this series date from April 15, 1953. Jan. 2, 1946. 
(e)—l S. Govt. Bond Yields in this series date from Feb. 15, 1955. (f)—125 Industrials Averages date from Jan. 1, 1929. 
* ax Exempt Yield Averages in this series date from Dec. 1, 1936. {g)—Dollars per share. 
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PANEL FAVORS BONDS WITH EQUITIES 


OMMON STOCKS IN SELECTED INDUS- 
C tries and in individual companies 
with good management records are de- 
sirable holding in an investment pro- 
gram on a long term basis, was ihe 
consensus of a panel at the Western 
Regional Trust Conference of the Amer- 
ican Bankers Association last month. 
However, individual panel members 
pointed out that under inflationary con- 
ditions higher earnings and dividends 
from common stocks are not assured 
and that sound investment programs do 
not neglect bonds on which current in- 
come rates are outstandingly good. 


Members of the panel included: Wes- 
ley F. Jones, assistant vice president, 
Security-First National Bank, Los An- 
geles, moderator; Joseph C. Bickford, 
assistant vice president, Bankers Trust 
Co., New York; Shelby Cullom Davis, 
managing partner, Shelby Cullom Davis 
and Co., New York; and Arthur J. 
O’Hara, vice president, The Northern 
Trust Co., Chicago. Summaries of their 
remarks follow: 


WESLEY F. JONES 


OTWITHSTANDING THE FACTORS 
N that have led to the tremendous 
rise in the stock market and the flight 
from bonds, I have felt that income rates 
on bonds were outstandingly good and 
justified emphasis on purchases of this 
type of security, municipals as well as 
corporates and governments. 

Inflation, in itself, does not guarantee 
higher earnings, higher dividends and 
higher prices for common stocks: for 
many companies, it becomes extremely 
difficult to absorb higher costs and pass 
through to net income the same or im- 
proved margins of profit. However, we 
must realize that we are part of a very 
dynamic economy, in which ownership 
of equities will enable us to share. Our 
growing population, our outstanding 
ability in mass production, our scientific 
and engineering achievements, and our 
resources in energy, commodities and 
manpower give great confidence for the 
future. 


Sometimes the market anticipates im- 
provements too far ahead in the future, 
but other times the valleys discount ioo 
deeply the conditions that exist. This 
present stock market does not appear 
to have justification in the immediate 
conditions that exist or the conditions 
that lie immediately ahead. Private capi- 
tal spending must return in goodly 
measure, to be coupled with government 


1050 


spending, to lay the base for another 
rising period of business conditions. 

There are funds that need to be em- 
ployed in the purchase of equities today, 
and where the dollar averaging principle 
can be applied, that becomes an ex- 
cellent program. Then too, many indus- 
tries have an extremely favorable out- 
look over the next five-to-ten-year pe- 
riod. Among them are ihe electronics 
industry — including electrical and of- 
fice equipment and missiles — the oils, 
the steel and aluminum industries, non- 
ferrous metals, building including glass 
and cement, rubber, motors, paper, 
labor-saving machinery including farm 
equipment, the drug industry, chemical 
industry, insurance industry, etc. 

This by no means rules out important 
industries whose stocks many may think 








Investment Panel: 


(left to right) Shelby 





Cullom Davis, Arthur J. O’Hara, Joseph C. 


in 1954: “Our philosophy has as its 
base a faith that the American economy 
is dynamic, that this, with ihe changing 
age group distribution will be reflected 
in greater, more diverse needs and de- 
sires. There is a conviction that the best 
units of American business will provide 
the facilities to produce the goods and 
services at acceptable prices, and that 
these businesses will continue to develop 
expanding earning power. There will 
be setbacks of varying depth and dura. 
tion, nevertheless, who can look around 
him now and see the wonders of the 
early stages of automation, of clec- 
tronics, of chemicals continually making 
new industries, without a feeling that 
his children will look back on today 
with somewhat the same feeling as we 
look back on the days of our youth.” 








Bickford, Wesley F. Jones (moderator), and Victor R. Graves, vice president and trust 
officer, Peoples National Bank of Washington, Seattle, who presided. 


are used mainly for income, but which 
do have many evidences of growth. 
These include such industries as elec- 
tric, gas and telephone utilities, foods, 
containers, retail trade and finance. The 
stocks of companies in some of these in- 
dustries are selling at pretty high earn- 
ing ratios, and for the present invest- 
ment, selection must be among the com- 
panies in these industries that appear io 
give the best value. 


JOSEPH C. BICKFORD 


2 OF SHORT-TERM MOVE- 
ments of the stock market is pure 
guesswork and occasional accuracy is 
probably more a reflection of luck than 
wisdom. If we can keep our customers 
away from preoccupation with “smart” 
timing of sales and purchases, we will 
have taken one big step toward a better 
trustee relationship. For we all know the 
hazards of waiting for a rise in the 
market to sell, and for a dip to buy. 

I find still accurate some words used 


The benefits from much of the tre- 
mendous expenditures of money, iime 
and brain power of the last few years 
are still in the future. Experience shows 
that these developments spread like a 
ripple in a pond. 


There is much to enthuse about in 
the future. Electronics and automation 
are important industries and have al- 
ready made possible the births of others. 
Missiles, atomic power, exotic fuels, even 
space travel are now accepted parts 
of our business and social language, — 
new synthetics, improved techniques of 
research, discovery, development, :manu- 
facture, distribution, communications. 
It is hard to find an area where the 
progress of the past is not being ex 
ceeded by the present and where i! does 
not promise to be dwarfed in the fu: 
ture. The products of relatively young 
industries, if viewed in this lony-term 
sense, have risen from the status 0. high 
price luxuries or curiosities to a «lassi 
fication of necessities. 
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Our objective in investing always has 
in mind the achievement of the best re- 
sults in terms of combined principal and 
income, and including to the degree pos- 
sible the protection of purchasing power. 
The growth factor is more important 
than the inflationary environment. 

We consider it fundamental that trust 
departments must be competently staffed 
so that they can provide the best pos- 
sible laboratory and tools for research. 
This does not mean that each of us 
must be equipped to do original and 
primary research into all phases of 
economics, politics, chemistry, metal- 
lurgy and other “you-name-its” which 
are going to affect investments. This is 
available from outside specialists. But 
we have the staffs to search out and 
use the knowledge available in these 
other quarters, to interpret and apply 
it properly. We can then tailor the in- 
vestment “suits” to really fit the cus- 
tomers on a long-term basis, to adjust 
for variations in climate, and to pro- 
vide a wardrobe for every need. 

We all try to set for ourselves stand- 
ards well above the minimum of “rea- 
sonable” and strive to show “superior” 
management of the funds in our care. 
Our experience has convinced us that 
“Selection” is the key word describing 
this phase of investment. 

The factors that determine “values” 
are numerous. In appraising these we 
start with studies of the economic en- 
vironment, both short- and long-term: 
political and monetary factors, popula- 
tion trends, natural resources, supply 
and demand, changes in technology, 
labor, etc. Individual companies are 
studied for intimate knowledge of par- 
ticular strengths and weaknesses, abili- 
ties of managements, quality of finances, 
manufacturing and distributing facilities 
and products. We place major emphasis 
on industry distribution not so much 
as a means toward diversification of 
risk, as to assure participation in the 
growth areas, with smaller representa- 
tion in the more stable industries. 

We study taxation, regulatory limita- 
tions. raw material supplies, labor, mar- 


kets, the prospects for sales, profits, divi- 
dends, and possible market valuations 
of their securities. We consider it im- 
portent to consult with managements — 
at a many levels as possible — and 
with other qualified business and in- 
Vesti ent people. 


. 
Bi.siness news has been generally en- 


Cour.zing for some time now. Since 
ra Day, the prospects for a greater 
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sales and new orders and a rise in back- 
logs after nearly two years of declines. 
Construction news has been bullish, the 
steep decline in exports appears to have 
been arrested. The rate of inventory 
liquidation has slowed and the level may 
be close to the point where replenish- 
ment will become more general rather 
than only very selective. Business spend- 
ing plans indicate a cessation of the one- 
year decline much sooner than many 
anticipated. Clearly the securities mar- 
kets sensed the improvement — or anti- 
cipated it — before improvement was 
officially reported. 

Will corporate profits, so sharply re- 
duced thus far in 1958, recover, and if 
so to what extent and how rapidly? 
Will we have more inflation, if so, how 
much, and how will it affect profits and 
prices of various types of securities? 
What are the prospects for long-term 
growth in the economy ? 

We at the Bankers Trust Company 
expect further near-term improvement 
in business. Obviously, such expecta- 
tions could be upset in the event of dis- 
ruptive strikes, or a renewed flareup in 
world affairs could spark a scramble for 
inventories and intensified inflationary 
pressures. 

In the recent recession many busi- 
nesses made important progress toward 
tightening up their operations, and 
prices in many areas did not show the 
kind of weakness anticipated from ca- 
pacity admittedly so much in excess of 
immediate demand. It could be a mis- 
take to infer that the improvements in 
profit margins reflected in these interim 
statements is going to last, but it is 


encouraging during a period of prospec- 
tive greater activity immediately ahead. 
We believe in distribution between 
various types of securities, including 
high-grade bonds to which we look for 
the first line of defense against ad- 
versity, the hedge against over-optimism. 
We make very little use of preferred 
stock; their lack of maturity makes for 
greater market volatility than bonds, the 
fixed dividends limit potentials relative 
to common stocks, and other factors we 
feel are not adequately compensated by 
existing yields. Dollar for dollar, it 
seems possible to obtain better values 
in combinations of common. stocks, 
bonds, or both. We continue to invest 
significant percentages of accounts, 
where appropriate, in tax-exempt bonds, 
and in the pension division in particu- 
lar buy important amounts of corpo- 
rates, some mortgages, side-and-lease- 
backs, etc. The bond market, it seems to 
us, over recent months has offered some 
very good values for the long term in- 
vestor, generous yields protected for a 
time against call, and if business con- 
tinues the. improvement which seems 
likely, and Federal, State, and local fi- 
nancing needs continue to rise, together’ 
with less than easy-money policies of 
the Federal Reserve, current or even 
better yields could become available. 
We believe investment policy should 
continue to stress common stocks as de- 
sirable holdings on a long-term basis. 
Emphasis should be on selection of in- 
dustries and individual equities rather 
than on timing. This reflects our belief 
that the environment is going to permit 
well-managed companies, which produce 
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New York, October 22, 1958—the 
Board of Directors of Union Carbide 
Corporation has today declared a 
Quarterly Dividend of ninety cents 
(90¢) per share on the outstanding 
capital stock of the Corporation, pay- 
able December 1, 1958 to stockhold- 
ers of record October 31, 1958. The 
last Quarterly Dividend was ninety 
cents (90¢) per share paid Septem- 
ber 2, 1958. 

Payment of this Quarterly Divi- 
dend on December 1 will make a total 
of $3.60 per share paid in 1958. In 
1957, $3.60 per share was also paid. 


BIRNY MASON, JR. 
Vice-President and Secretary 
UNION CARBIDE CORPORATION 


























Common Dividend No. 156 


A dividend of 6212¢ per 
share on the common 
stock of this Corporation 
has been declared payable 
December 15, 1958, to 
stockholders of record at 
close of business Novem- 
ber 28, 1958. 
C. ALLAN FEE, 

Vice President and Secretary 
November 6, i958 














R. J. Reynolds 
Tobacco Company 


Mokers of 
Camel, Winston, Salem & Cavalier 
cigarettes 
Prince Albert, George Washington 
Carter Hall 
smoking tobacco 














QUARTERLY DIVIDEND 


A quarterly dividend of $1.00 
per share has been declared 
on the Common and New 
Class B Common stocks of the 
Company, payable December 
5, 1958 to stockholders of 
record at the close of business 
November 14, 1958. 
W. J. CONRAD, 

Secretary 
Winston-Salem, N. C. 
October 9, 1958 
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products and services with prospective 
expanding demand to increase earnings 
and dividends over a period of years. 


SHELBY CULLOM DAVIS 


IFE INSURANCE COMPANY STOCKS OF- 

fer outstanding growth prospects 
and recession characteristics. Earnings 
have doubled for some units over the last 
five years and the possibility of a dra- 
matic step in the fight against cancer, 
for example, could enhance this trend. 
When stocks of good life insurance can 
be had at 10-12 times earnings, they 
merit serious consideration. 


Fire and casualty companies also of- 
fer excellent values at today’s levels, 
after suffering a four year bear market 
of their own, in spite of having poured 
back profits at a 5%-10% per annum 
rate. Many can pay current dividends 
from investment income alone and now 
yield from 4% to 544%, better than 
most issues of comparable quality, in 
addition to which they combine defen- 
sive and growth features. (Standard & 
Poor’s stock average now stands at 
about 3.8% yield.) Their unpopularity 
in recent years has been due to poor or 
catastrophic underwriting losses, de- 
pending upon the lines written, but im- 
proved rates have been granted in most 
jurisdictions and the effect of new busi- 
ness at these improved rates should be- 
gin to show in the profit column. 


Some of the outstanding companies 
sell at around a P/E of 25, such as 
Hartford Fire, Home Insurance, St. 
Paul, Continental Casualty and Insur- 
ance Co. of North America. In the 12 
times P/E bracket are such names as 
Aetna, Glens Falls, Continental Insur- 
ance and Fidelity-Phenix, the last, for 
example, having an equity portfolio 
now worth over $70 per share vs. about 
$50 book while the stock has remained 
almost dormant. 


ARTHUR J. OPHARA 


, be OUTLOOK FOR COMMON STOCK 
prices in the year ahead is good 
and earnings should increase enough not 
only to justify current prices but war- 
rant higher prices. Many companies 
producing durables and semidurables 
are operating at 60%-70% of capacity, 
hence profits are being restricted by un- 


absorbed burden. 

As operations rise to 80%-90%, they 
will enjoy a sharp increase in earnings. 
An increase of 20% in operations will, 
in many instances, increase earnings by 
50% to 150%. It is this expectation of 
sharply increased earnings that makes 
many common stocks still reasonably 
priced at prevailing prices.” 
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PHELPS DODGE 
CORPORATION 


The Board of Directors has 
declared a fourth-quarter divi- 
dend of Seventy-five Cents (75¢) 
per share on the capital stock of 
this Corporation, payable De- 
cember 10, 1958 to stockholders 
of record November 19, 1958, 
making total dividends declared 
in 1958 of three dollars ($3.00) 
per $12.50 par value share. 


M. W. URQUHART, 
Treasurer. 


November 6, 1958 

















Allied Chemical 
Corporation 


DIVIDEND 


Quarterly dividend No. 151 
of $.75 per share has been 
declared on the Common 
Stock, payable December 
10, 1958, to stockholders of 
record November 14, 1958. 

RICHARD F. HANSEN 


Secretary 
October 28, 1958 











Continuous Cash Dividends Have Been 
Paid Since Organization in 1920 





A 


Manufacturer of the Broadest Line 
of Building Products in America 


THE FLINTKOTE COMPANY 


New York 20, N. Y. 


' 
' 
a 
! 
' 
' 
! 
' 
i 
! 
! 
t 
! 
= «s ! 
quarterly dividends 
have been declared as follows: 
Common Stock* : 

sixty cents ($.60) per share 
$4 Cumulative Preferred Stock 
one dollar ($1) per share ' 
; 

' 

! 

i] 

i] 

1 

! 

1 

1 

| 


Both dividends are payable Decem- 
ber 15, 1958 to stockholders of 
record at the close of business 
November 20, 1958. 


WILLIAM FEICK, Jr. 
Vice-President and Treasure? 
November 5, 1958. 
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Arg Stock Prices Too Higre 


Or Is It Different This Time? 


ROGER F. MURRAY 


S. Sloan Colt Professor of Banking and Finance, Graduate School of Business, 


HE PRINCIPAL INVESTMENT PROBLEM 

facing the trustee or portfolio man- 
ager in today’s environment is the level 
of stock prices. It is the choice between 
stocks and fixed income securities at a 
time when the current return on equities 
has again dropped significantly below 
the rate obtainable from marketable 
bonds and preferred stocks. The record 
of the past explicitly tells us that this 
kind of a yield relationship will not 
continue. It suggests to the prudent man 
that he refrain from buying equities at 
these prices. It warns of the probability 
that such purchases will produce capital 
losses, in addition to the lower level of 
income, unless, in accordance with the 
“sreater fool” philosophy of equity in- 
vestment, he can find another investor 
to take the stocks off his hands at even 
less attractive yields. 


Record of Yield Relationships 


This dogmatic statement raises two 
timely questions: (1) what does the 
record actually show? and (2) has there 
been such a fundamental change in the 
investment situation from those years in 
which the record was compiled that the 
lessons derived from it no longer ap- 
ply? 

| have chosen to measure the rate of 
return provided by a representative list 
of common stocks (Standard & Poor’s 
90-Stock Composite Index) against the 
rate of return provided by my own in- 
dex of high-quality noncallable indus- 
trial preferred stocks. This provides a 
direct comparison of the price investors 
have paid over the years for a dollar 
of variable dividends with the price 
paid for a dollar of fixed dividend in- 
come. Obviously, if they feel that the 
variations are going to be in an upward 
direction, investors will pay as much as, 
or roore than, the price for well-assured, 
regular dividends. That is to say, com- 
moi stocks will yield the same as, or 
less than, preferred stocks. When this 
kin’ of confidence or optimism does not 


Actress before Twelfth Annual Conference. of 
the rust Division, New York’State Bankers Asso- 
Clat:-n, Rochester, October 16. 
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Columbia University 


prevail, the reverse situation will be 
true and investors will demand a bonus 
in dividend return for incurring the 
risks associated with variable common 
stock payments. 

In the middle 1920’s, common stocks 
typically provided a return equal to 
about 90% of the return on the group 
of highgrade preferred stocks. This re- 
flected, presumably, confidence in com- 
mon equities as long-term investments, 
but not the extravagant appraisal of the 
“new era” of the later 1920’s. There 
may be no magic in the 90% ratio, but 
there is considerable logic in the notion 
that investors will not long treat as a 
virtual certainty a future growth in divi- 
dends which, in each case, is only a 
reasonable expectation of a potential 
realizable at an indeterminate future 
date. 

Since extravagant discounting of the 
future requires the support of irrational 
investor behavior or excessive specula- 
tive participation in the market, its 
duration is almost bound to be relative- 
ly short. It is not surprising that in the 
last 36 years, the return on common 
stocks was 90% or more of the return 
on preferred stocks 78% of the time. 
There were only four occasions, total- 
ling 99 months, in which the ratio was 
less than 90%. We are now in the fourth 
of these periods, with today’s ratio of 
common to preferred stock returns just 
under 80%. It behooves us to look at 
what happened after the previous three 
such periods (see table below). 

Whether the motive power was the 
“new era” madness of 1928-1929, the 
monetary inflation fears of 1933-1934, 
or the “planned” recovery of 1936- 
1937, the results of extravagant dis- 
counting of the future were the same. 
Will it be the same this time? 


A reasonable approach to finding the 
answer would appear to be an examina- 
tion of the principal arguments or rea- 
sons for believing that “this time it’s 
different” : 


1. Favorable long-term outlook for 
corporate profits. 

2. Supply of and demand for funds 
situation in the stock market. 

3. Fear of inflation. 


Outlook for Profits 


An optimistic view of the outlook for 
profits can be supported by the breadth 
and vigor of the current business recov- 
ery and by prospects for growth inher- 
ent in our dynamic economy. The out- 
look is definitely favorable, yet even 
the optimists expect that 1959 profits 
may not exceed the 1957 level. Adequate 
coverage of current dividends, rather 
than significant increases, seems to be 
reasonable expectation for next year. 
Validation of the present level of stock 
prices would depend upon the assump- 
tion that the 1960’s will be a very pros- 
perous decade indeed. 


This phenomenon of projecting ob- 
jectives and hopes into the distant fu- 
ture as though they were realities is 
neither new nor different from previous 
periods of extravagant discounting of 
the future. In this respect, the present 
bears a striking resemblance to all 
previous periods of confidence. The 
unusual aspect of the present senti- 
ment is that it was. generated in the 
fourth month of recovery from the 
trough of the recession, instead of in 
late stages of a protracted boom. Fur- 
thermore, this has happened just after 
corporate earning power proved about 
as vulnerable as ever to an average 
swing of the business cycle. 

The argument that present prices are 





Period 


Decline in Stock Prices 


Duration From To Extent 
(months) 
(1) Sept. ’27 to Nov. ’29 & Jan. ’30 
RR ae ead Reeser 31 Sept. ’29 June ’32 84.7% 
(2) May “SS te ee: “S64 oo 19 Feb. ’34 March ’385 25.7% 
(3) June 36 to, May 37 23 Feb. ’37 March ’388 45.4% 
(4) June ’57 to Sept. ’57 & Aug. ’58 
ee ee eee 6 ? ? ? 
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justified by the favorable business out- 
look so that we can ignore the lessons of 
experience seems unimpressive. We can 
argue much more effectively that the 
market is already liberally discounting 
about all the improvement that can rea- 
sonably be expected in the next several 
years. Surely, we must find other 
grounds if we are to ignore past experi- 
ence with present yield relationships. 


Supply and Demand Situation 


At one time or another in every bull 
market, there is talk of the scarcity of 
good stocks. Certainly the situation has 
changed drastically since the early post- 
war years, during which there was a 
serious shortage of equity money be- 
cause only a trickle of institutional 
funds went to stocks. With pension funds 
and investment companies steadily en- 
larging the scope of their participation, 
the market for equity capital has a 
plethora of funds at its disposal. Profit- 
sharing, stock purchase, and savings 
plans are also swelling the total of funds 
available. A potential future source 
would be the writing of variable annuity 
contracts by leading life insurance com- 
panies. 

Financial intermediaries hold not 
much more than 25%_.of .all. common 
stocks outstanding, but their share is 


gradually increasing. Trusteed pension 
funds, for example, owned about 2.15% 
of the common stocks outstanding at the 
end of 1957, but by 1965 they could 
readily own 5% of the total. In the 
same period of time, mutual funds could 
increase their ownership from just over 
3% to 6% or 7%. The continuity of 
this kind of buying provides an under- 
lying strength to the market which may 
well tend to narrow the range of fluc- 
tuations during recessions of the 1957- 
1958 variety. Such evidences of greater 
stability will, of course, tend io attract 
even more funds to the equity markets. 

In contrast to this burgeoning supply 
of equity money is the sluggish demand 
for it. Net new issues of stoeks and se- 
curities convertible into stocks have in- 
creased only moderately despite the 
urgent demand for long term capital. 
The most common explanation is ob- 
viously not the whole story. It is usually 
said that the deductibility of interest 
payments for corporate income tax pur- 
poses makes debt forms of financing so 
much less expensive than equity. Sink- 
ing fund payments are not deductible 
and other covenants may be restrictive 
on the flexibility of financial manage- 
ment. High personal income tax rates 
encourage equity. financing through re- 
tained earnings, but the new institutional 
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This announcement is neither an offer to sell nor a solicitation of an offer 
to buy these securities. The offer is made only by the Prospectus. 


Scudder Fund of Canada Ltd. 


Common Shares 
(Par Value $.25) 


Price Net Asset Value plus 742% of the Offering Price 


(in single transactions involving less than $25,000. ) 


Shares are being offered to the public through a group of 
dealers managed by the undersigned and William Street 
Sales, Inc., as Dealer Managers. With this offering the Fund 
initiates a policy of continuously offering new shares. 


Copies of the Prospectus may be obtained in any State only from 
such of the several Dealers, including the undersigned, 
as may lawfully offer the securities in such State. 


LEHMAN BROTHERS 
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holders have no such objection to liberal 
payout policies. Likewise, capital giins 
taxes must be of decreasing importance 
as mutual funds and pension trusts be. 
come more active in the field of equity 
investment. 


Perhaps the principal reason for the 
reluctance of corporate managements io 
sell equity securities is the “dilution” 
problem. In this period of persistent 
pressure on profit margins, it has been 
difficult to maintain the rate of return 
earned on the equity without liberal use 
of the leverage provided by borrowing. 
Widespread confidence in the outlook 
for business has calmed the fears re. 
garding debt which existed in former 
periods. Company attitudes have been 
similar to investor sentiment in reflect 
ing the belief that common stocks will 
sell substantially higher over the years. 
Why should management dampen this 
bright prospect with a shower of new 
common shares? 

But there is a point at which, all 
things considered, equity money is not 
high in price. Are we not close to that 
point? If the growth in earnings is any- 
thing like the estimates of the optimists, 
the “dilution” will be only temporary. 
It may well be, therefore, that we shall 
see a gradual shift-in corporate financ- 
ing toward a somewhat higher propor- 
tion of equity. Even a modest change 
could completely accommodate the gen- 
erous supply of equity money. Thus, 
while the present supply and demand 
situation favors firm and rising prices, 
we are at or close to the point where 
the attractions of equity financing are 
such as to induce a more active de- 
mand for funds. 

If this is a reasonable conclusion, we 
can logically expect an end to the proc- 
ess of the upward revaluation of cor- 
porate earning power which started in 
late 1953. The current return on common 
stocks might again come close to rates 
on fixed-income securities. On the other 
hand, if corporate management is still 
not convinced that equity money is rea- 
sonably priced, all things considered, 
there could persist a new and different 
yield relationship reflecting the gener- 
ous supply of equity money relative to 
ihe modest demand. 


Fear of Inflation 


Many qualified observers believe that 
present yield relationships no_ longer 
have their former significance because 
of the fact that we live in an age of 
inflation. Even though stocks provide 
far from perfect protection against er0- 
sion of the purchasing power o! the 
dollar, it is believed that they are the 
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best available hedge. Accordingly, one 
may not seriously object to the necessity 
for paying a premium in the form of a 
lower immediate return for protection 
from a hazard of indeterminate serious- 
ness. 

It is my opinion that the preponder- 
ance of evidence suggests that we have 
in store for us a rise in living costs 
which is unlikely to exceed 1% or 2% 
per annum. This would allow for some 
years of comparatively stable prices as 
well as years in which the rate of in- 
crease could be substantially higher. 
Considering the profits squeeze that this 
kind of a cost-push inflation produces, 
even this moderate pace of inflation may 
test the ability of corporate manage- 
ments to improve real earnings. Cer- 
tainly the record of the last few years 
is not reassuring on this point. 

A sober, realistic view of the facts 
does not support enthusiasm for stocks 
at current prices as protection against 
the kind of inflation we have been hav- 
ing. But this is not conclusive. As a 
practical matter, stocks remain the only 
large area of investment available to a 
wide range of investors for possible 
capital growth and hedging against the 
unknown extent of the inflationary 
threat. No doubt, this fact of life con- 
tributes importantly to the supply of 
funds in the equity markets. 

Thus far we have not had widespread 
public participation in the preference 
for equities as a hedge against inflation. 
The savings statistics clearly show that 
fixed dollar thrift arrangements are ex- 
periencing vigorous growth. The fear 
of inflation is obviously not uppermost 
in the minds of most families, judging 
by their current attitudes about in- 
curring debt. Rather the inflation psy- 
chosis has been localized in the numeric- 
ally small investor group and in some 
corporate managements. Is the threat so 
real it will become recognized widely by 
savers? There are good grounds for be- 
lieving that the current wave of infla- 
tion fears will subside in the investor 
group without being widely communi- 
cate! to others, 


This Time It’s Different 


The preceding discussion may be 
Sunimarized in these terms: 
the first place, the supply and de- 
maid situation in the stock market has 
charged. The greater availability of 
fun is from genuine investors, not de- 
pernient on bank credit, is undeniably a 
ne. factor. Unless business organiza- 
tions increase the equity portion of their 
firncing programs, we have the basis 
for a new alignment of yields. While I 
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believe that some increase in equity 
financing lies ahead, I cannot demon- 
strate that either the immediacy or the 
size of such a change is going to en- 
large greatly the demand for funds in 
the near future. 

Secondly, the expectation of inflation 
in the minds of investors is probably 
more widespread and deepseated than 
ever before. There may be an unwar- 
ranted assumption as to the ability of 
corporate managements to increase 
profits under these conditions, yet stocks 
are the only practical hedge for most 
investors. The motivation to buy and 
hold equities is likely to remain very 
strong. 

On the other hand, there is nothing 
new or different about the liberal dis- 
counting of the longer future. This is a 
familiar characteristic of all bull markets 
and unlikely to persist for long periods. 
The plain fact that a dollar of income 
today is worth appreciably more than a 
dollar several years hence may be over- 
looked at times but not ignored inde- 
finitely. 


What May Happen? 


At this point, it is useful to return 
to the starting point of yield relation- 
ships because they provide a tangible, 
specific yardstick for measuring the mar- 





ket’s appraisal of corporate earning 
power. For the relatively short period of 
six months out of the last seventeen, the 
price of variable dividends has been ma- 
terially (i.e., more than 10%) above 
the price paid for fixed dividends. The 
differential has not existed for long nor 
is it extreme. We have recognized that 
both the supply of funds and the fear 
of inflation are operating to continue 
this relationship. 

However one interprets past exper- 
ience in the light of present conditions, 
there is no adequate basis for concluding 
that stock prices are bound to collapse 
in the near future. In point of fact, one 
may well argue that we are only at the 
beginning of a protracted period of high 
valuations for good stocks. We could be 
in the early stages of a major bull mar- 
ket which could last for several years 
and even include an explosive phase be- 
fore it runs its course. 

The less dramatic alternative possibil- 
ity is that the market will be charac- 
terized by greater sobriety in the months 
ahead. This would be the result of sev- 
eral possible influences: 

1. Greater volume of new equity fi- 
nancing. 

2. Increased recognition of the slug- 
gish trend of corporate profits. 

3. Subsidence of the more irrational 











Underwriter 


Distributor 


Dealer 





The 





Investment | 
Bonds and Stocks | 


FIRST BOSTON 
CORPORATION 


Development 

NEW YORK 5 \)) 

15 Broap STREET Dicsy 4-1515 Canadian Bonds 

Boston PitTsBURGH CuIcaco . 
PHILADELPHIA San FRANcIsco CLEVELAND Foreign Dollar Bonds 


Securities of the 
United States Government 
and its Agencies 
. 


State, Municipal, Revenue 
and Housing Securities 


Bonds, Preferred and 
Common Stocks of 
Industrial, Public Utility and 
Railroad Corporations 

e 

Bank Stocks 

e 

Casualty, Fire and Life 
Insurance Company Stocks 

Bankers’ Acceptances 

e 

Securities of the 


International Bank for 
Reconstruction and 




















1055 








components of the present inflation 

fears. 

I believe that this shift to greater 
sobriety is the most likely outcome but 
my guess is no better than yours. 


Implications for Portfolio 
Management 


Whatever one may conclude as to the 
outlook, there are some fairly specific 
implications for today’s portfolio man- 
agement policies. Common stocks are 
neither attractively priced nor grossly 
overvalued. They are probably fully 
valued as best we can judge with our 
imperfect measuring devices. In a grow- 
ing fund, such as a pension trust in 
which orderly accumulation is possible, 
there would appear to be no reason to 
hesitate about continuing a long range 
purchase program. In an_ individual 
personal trust, also, it would seem 
reasonable to buy stocks, along with 
fixed income securities, in proportions 
appropriate to the fund. 


This sounds like “business as usual,” 
a simple reaffirmation of the policies 
widely advocated during recent years. 
So it is, except that the warning flag is 
flying. The enthusiasm of this observer 
has been materially dampened and hope- 
fully his awareness has been increased 
of the greater risks now incurred in an 
aggressive stock acquisition program. 
In the appraisal of individual securities, 
too, there should be a greater conscious- 
ness of the fact that favorable prospects 
are already recognized in current prices. 
The realization of these prospects will 
not be so much a reward for the decision 
to purchase as it will be a mere valida- 
tion of the price paid. 


A A A 


Connecticut Starts Bank 
Fiduciary Fund 

The formation of the Connecticut Fi- 
duciaries’ Fund, Inc., has been an- 
nounced by Curtiss L. Sheldon, vice 
president and trust officer of New Bri- 
tain National Bank and president of the 
Fund. The Fund was incorporated as of 
August 22 and began operations Octo- 
ber 31 with initial participations from 
nine banks totaling some $1,100,000 in- 
vested about evenly between bonds and 
stocks. 


The new Fund, modeled generally after 
New York State’s Bank Fiduciary Fund, 
will be the second state-wide common 
trust fund in the nation. Participations 
are limited to trust accounts of Connec- 
ticut banks and trust companies that do 
not have a Common Trust Fund of their 
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own. Hartford National Bank & Trust 
Co. has been named to act as advisor 
and custodian for the Fund under the 
supervision of the Fund’s board of di- 
rectors. 

Development of the Fund dates back 
to legislation enacted by the Connecti- 
cut General Assembly in 1957 which 
authorized establishment by any five 
Connectiuct banks of a “mutual trust in- 
vestment company.” Subsequently a 
committee was formed comprised of 
Robert L. Fisher, 
trust officer, Tor- 
rington National 
Bank; Walter Van 
Lenten, vice presi- 
dent and trust of- 
ficer, Danbury Na- 
tional Bank; Don- 
ald J. Clark, vice 
president and as- 
sociate trust off- 
cer, Home National Bank, Meriden; and 
Ray W. Howard, vice president and trust 
officer, New Britain National Bank. Nec- 
essary State and Federal approvals were 
obtained and the Fund is now registered 
with the Securities and Exchange Com- 
mission as a registered management in- 
vestment company. 


The Fund’s officers 


C. L. SHELDON 


in addition to 





president Sheldon will be: Vice Pres. — 
Mr. Van Lenten; Treas. — Mr. Howard; 


Sec. — Frank J. Potetz, trust officer, 
New Britain Trust Co.; Chmn. Invest. 
Comm. — Herbert E. Carlson, senior 


vice president and trust officer, New 
Britain Trust Co. 

The nine participating banks, each of 
which will be represented on the Fund’s 
board of directors, are: Bristol Bank & 
Trust Co.; Brooks Bank & Trust Co. 
Torrington; Citizens & Manufacturers 
National Bank, Waterbury; Danbury 
National Bank; Home National Bank, 
Meriden; Manchester Trust Co.; Meri- 
den Trust & Safe Deposit Co.; New 
Britain National Bank; and New Bri- 
tain Trust Co. 


A A A 
COURSE IN STOCK OPERATIONS 


@ A course in stock exchange operations 
at Northwestern University’s School of 
Business in Chicago, started this fall 
(Oct. 30) with the backing of the New 
York Stock Exchange and the Invest- 
ment Bankers Association of America, 
This and similar courses at other col- 
leges are planned to help applicants meet 
job requirements as registered repre- 
sentatives. Besides completing the course, 
students must serve a six months ap- 
prenticeship with a member firm. 
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how York Cafe lial Bund 
of CCunada, Ll. 


NY 
N ate 
e Capital assets over $25 million. 
] e Devoted to Canadian and Overseas investments. 
N 
N e Redeemable at net asset value. 
N e Non-dividend paying, concentrating on growth. 


© Reinvesting all income after expenses and 15% Canadian 
income tax on non-resident-owned investment companies. 


Traded over-the-counter through your investment broker. 


Latest Report to Stockholders available 


Carl M. Loeb, Rhoades & Co. 


Members New York Stock Exchange and other 
Leading Stock and Commodity Exchanges 
42 WALL STREET NEW YORK 5, N. Y. 


Private Wire System to Branch Offices, Correspondents and 
their connections in 100 Cities throughout the U.S. and Canada. 
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Growth Companies: The 
Measurement of Business Growth 


PARADOX OF FINANCIAL REPORTING 
is that “growth” will be reflected by 


an increase in “per share earnings” but* 


that all increases in per share earnings 
do not connote operational developments 
that will be favorable to the stockholder 
over the longer term. 


In his study of Radio Corporation of 
America (9/13/57), Morton M. Watnik, 
Manager of the New York Research De- 
partment of Courts & Co., provided a 
vivid illustration of how per share earn- 
ings can gain while the rate of return on 
capital employed is declining. He dem- 
onstrated that an increase in per share 
earnings from $2.02 to $2.85 in the 
period 1951 to 1957 (the latter year was 
partially estimated) was accompanied 
by a reduction in the rate of return on 
capital employed from 13.9% to 9.1%. 
He concluded that: “It’s (Radio’s) so- 
called ‘growth’ has been more apparent 
than real — the result of financial rather 
than operating management excellence. 
The company has borrowed and invested 
and then borrowed and invested some 
more. As long as it could maintain a 
substantial spread between the cost of 
the borrowed funds and the rate of re- 
turn on invested capital there was always 
a residual increment for the common 
stock greater than the gradual decline in 
profitability .... 


“The $64 question is whether this can 


continue .... It is hard to see where 
subsiantial amounts of new debt can be 
fitte’ into the capital structure... . As 
to p 


fitability there is no reason to hope 
for any major upturn... .” 

A generalization can be made that in 
thes days of resourcefulness in financ- 
ing ind good public acceptance for low 
grace debt securities, such as subordi- 


nate income debentures, an upward 
tren in per share earnings has limited 
relicbility as an indicator of the like- 


lihc dof further increases per share. 
For companies that have increased their 
oulsianding debt and thereby curtailed 
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O. ROGERS FLYNN, 


Contributing Editor 


future financial flexibility an increase in 
per share earnings may even mislead. 


The Analytical Significance of 
Historical Earnings 


Logically, the record of past earnings 
of a company will be interesting to oth- 
ers than business historians because the 
amount of retained earnings in any ac- 
counting period provides the most con- 
venient rough approximation of the dol- 
lar value of the additions to net assets 
that are attributable to the operation of 
the company for this period: secondly, 
the amount of earnings is a major factor 
in the estimation of future earnings. 
Other factors remaining relatively con- 
stant, prudent management that retains 
earnings may be expected to employ 
these additional resources to increase 
future earning power or to reduce risk 
by paying outstanding obligations. 

The rate of return on resources em- 
ployed in future periods can also be es- 
timated by reference to the rates of re- 
turn established by past operations with 
suitable adjustments for expected 
changes in markets, prices, costs, etc. 


Profit Margin as a Measure 
of Growth 


The per cent of total revenues that 
pre-depreciation income represents has 
been commonly employed to measure 
managerial performance or more expli- 
citly overall company financial accom- 
plishment. This level of income prior to 
the deduction of depreciation expense, 
interest and other costs of long term 
debt, and Federal taxes on income, per- 
mits better comparability among com- 
panies with varying amounts of long 
term debt or preferred stocks and also 
adjusts for the differences over time in 
depreciation end tax rates. This measure 
loses significance when there are changes 
in the amounts of assets (resources) 
that are employed to produce the sales 
and pre-depreciation income. 

Implicit in the favorable interpreta- 
tion of increased profit margins is the 
notion that there has been no dispropor- 


MANAGEMENT SPEAKS... 


Abstracts and quotations from recent talks by the top 
management of companies whose securities are of interest 
for trust fund and other institutional investors.t 


Jr. 


tionate increase in investment, i.e. that 
the turnover of assets or investment has 
not declined. A growth in profit margin 
when turnover remains constant (or 
when it declines to a lesser proportion 
than the increase in profit margin) is a 
growth factor. 


Measuring Rates of Return on 
Gross and Net Assets or Investment 


The advent of accelerated depreciation 
and the acceptance of alternative meth- 
ods of accumulating depreciation have 
underscored the cumbersome operation- 
al and accounting differences in the val- 
uation of depreciable assets. No one 
would maintain that there was a decline 
in productivity. (after due allowance for 
diffferences in maintenance outlays) for 
depreciable assets that coincided precise- 
ly with the amount of reduction in net 
book value that resulted from the ac- 
cumulation of depreciation. We have the 
estimation of the residual value of the 
original cost that remains in the depre- 
ciable assets and customarily a much less 
proportionate shrinkage in its value if 
measured in terms of outputs and their 
costs. 

The practice has become quite wide- 
spread to relate income to original cost 
values to establish rates of return. These 
quantitative measures furnish a crude 
device for comparing managerial per- 
formance and for examining financial 
consequences that relate to growth. Any 
single quantitative measure, however, 
fails to weigh the many qualitative fac- 
tors that affect future earnings. Short- 
run results are often obtained by the 
reckless sacrifice of long run values such 
as consumer acceptance, dealer loyalty, 
good labor relations, etc. 

A rising rate of return on investment 
is a growth factor only when :it-is meas- 
ured against a suitable base’and when 
the improvement in the rate “does not 
stem from destructive business practices. 


Contributed Value as a 
Measure of Growth 


Contributed value is a more general 
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term than the more common term “value 
added by manufacture” in that it is ap- 
plicable to all types of business. It is de- 
fined as the excess of total revenues from 
the sale of products and services over 
the cost of products and services pur- 
chased (excluding the company’s wage 
bill). Drucker! points out that the his- 
torical profit margins of Chrysler and 
General Motors are not really compar- 
able as the former was for years an as- 
sembler making nothing but the engine 
(which was a fraction of the value of 
the car) while General Motors only 
bought the frame, the wheels and brakes. 
The two companies were widely differ- 
ent in the production processes utilized 
but both sold a finished automobile. 

The best growth potential is indicated 
(to the extent that historical perform- 
ance is an indicator of future capabili- 
ties) by companies improving the ratio 
of contributed value to total revenue. 
Unfortunately, the amount of contrib- 
uted value for many individual compa- 
nies can not be determined from their 
published (Annual Report or 10K Re- 
port) financial statements. The leading 
steel producers and some few other in- 
dustries are exceptions. 

For U. S. Steel Corporation, contrib- 
uted value is shown below in millions of 
dollars and as a per cent of total revenue 
for each year 1948 to 1957. 


Year Contributed Value 
1948 ___.. 1472.6 59.3% 
ee. 1416.0 61.5 
1900) 1837.6 62.2 
fet 2... B62 62.3 
ee 1829.8 58.3 
os ....... 2Zag2s 63.3 
ives 2116.1 65.1 
igoo 20825 66.9 
1956 _. .. 2741.4 64.8 
HOG? =... 3089.6 70.0 


The significance of the improvement 
in contributed value is that it widens the 


area from which net profits are drawn. 


1Peter F. Drucker, The Practice of Management, 
Harper's, 1954, p. 71. 


The ratio of adjusted net income to 
contributed value indicates the per cent 
of contributed value carried down to 
net. Adjusted net income for companies 
with outstanding debt securities is com- 
puted conveniently by adding to net in- 
come, as reported, 48% of debt ex- 
penses, which thereby reflects the amount 
of net income that would have been 
shown had the debt securities been re- 
placed by equity. 

For U. S. Steel Corporation, adjusted 
net income and pre-depreciation income’ 
represented the following per cents of 
contributed value for each year from 


1948-1957. 


Adirns'ed Pre-denrecitation 


Year Net Ircome Income! 
1948 ___...... 8.9% 29.7% 
fae 22... SES 33.2 
1950 ..... 188 36.0 
ai 8.4 37.4 
1952 7.9 21.4 
1953 9.1 35.7 
1954 9.4 34.5 
1955 13.7 41.1 
1 12.8 38.7 
a 13.7 39.7 


Over the past decade U. S. Steel has 
demonstrated the attributes of a growth 
company in that it has increased the 
share of contributed value available for 
outlays other than operating expenses 
(pre-depreciation income) and also in- 
creased the portion of contributed value 
remaining as net income. 


By all tests of a growth company, U. S. 
Steel qualifies over the past decade: per 
share earnings increased from $2.00 in 
1948 to $7.33 in 1957; profit margin 
(the ratio of pre-depreciation income to 
total revenue) increased from 15.4% to 
25.1%; common dividends grew from 
84 cents to $3.00 a share; rate of return 
on gross investment also increased, as 
did the ratios of contributed value to 
total revenue, and the ratio of the two 
levels of income to contributed value. 





‘Net income plus all taxes, costs of long term 
debt, and depreciation. 
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Although we have described sev: ral 
measures for identifying a growth com. 
pany, we still have the problem of !.ow 
the market should appraise growth com. 
panies and the amount of premium their 
shares should command in relation to 
other companies whose histories do not 
qualify them as members of this invest. 
or-favored group when their growth 
characteristics become recognizable. 


ATCHISON, TOPEKA AND SANTA 
FE RAILWAY 


Ernest S. Marsu, president 


Santa Fe’s carloadings for September 
were 6% above August and 9% above 
last September. While part of the in- 
crease came from heavier grain loadings 
and diversion of traffic resulting from 
the West Coast truck strike, there was 
some improvement in most commodity 
classifications. 

The new legislation passed by Con- 
gress is a favorable development in the 
railroad situation but its exact money 
value will be difficult to appraise. While 
short of the full relief sought, the door 
has been left open for further remedial 
legislation when the report of the ex. 
perts set up by Senate Resolution 303 is 
received. 

The program of modernization has 
permitted almost twice the physical vol. 
ume of traffic to be handled in 1957 that 


was handled in 1929 with some 10.000 


fewer employees. Increased costs, how- f 


ever, reduced operating income to $56 


million compared with $68 million re: f 


ported for 1929. 
New York Society, October 3. 


ATLANTIC CITY ELECTRIC CO. 
Bayarp L. ENGLAND, president 


Presenting 23 “growth charts,” the 
president compared the progress of his 
company with the power and light in 
dustry growth as a whole. Atlantic City 
Electric in 1952-57 increased its nel 
85.3% compared with increased net for 
all investor-owned _ utilities 
while plant investment rose 67.1% vs. 
the industry’s 57.3%. 

The eight county area served has lead 
the entire State and Nation in popula 
tion growth with an increase from 1951: 
57 of 24% compared with 12.6% for 
New Jersey and 11.1% for the nation. 

Increased stability of operations ha 
been aided by rise in residential busi 
ness from 42.7% of total revenue i! 
1947 to 48.7% in 1957. 71% of total 
revenue now comes from non-resott 
sources vs. 50% in 1938 and 62°) i 
1947. 

New York Society, October 1. 
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GIMBEL BROTHERS, INC. 
Bruce A. GIMBEL, president 


Sales of $385 million are expected for 
the fiscal year January 31st ‘compared 
with $369 million for fiscal 1958. Third 
quarter sales were up about 4% and 
profits were described as “considerably 
better” than in the third quarter of 1957 
when earnings reached $1.04 a share. 

The sale of both the Gimbel Bank in 
the Philadelphia store and its radio sta- 
tion will provide non-recurring capital 
gains and release working capital of 
about $3.75 million. 

New York Society, October 27. 


MINUTE MAID CORP. 
Joun M. Fox, president 


Widely heralded as a growth indus- 
try, this producer of frozen citrus con- 
centrates has provided serious disap- 
pointments in the past. For the year end- 
ing October 31, 1958, however, earnings 
of $2.85 a share are forecast compared 
with 58 cents for 1957. Profits have been 
aided by fruit shortages in Florida which 
have bolstered finished product prices 
and enabled Minute Maid to cash in 
heavily on its ownership of groves rela- 
tively free from the freeze damage that 
affected other producers, and also by 


‘| their cooperative processing arrange- 
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ments with independent growers. 


The hazards of the first processing of 
agricultural commodities are aggra- 


' vated price-wise in that the grower can 


delay harvesting oranges until the price 
attracts him, while the processor must 
bargain daily for fruit to operate his 
plant at optimum capacity. 

The private label has invaded the con- 
centrate business. Most major grocery 
chains have frozen citrus concentrates 
packed under their controlled labels 
which sell on a price basis. Mr. Fox esti- 
mated that over 70% of current concen- 
trate volume is sold under private labels. 
Nationally advertised brands can only 
command a premium if the product is 
demonstrably superior; to date this has 
not always been the case. Minute Maid 
believes that its branded products have 
been superior but expects to introduce a 


' new concentrate that will more closely 


equal the flavor and aroma of freshly 

squeezed oranges. Developed jointly with 

‘nion Carbide Development Com- 

pan\, pilot plant operations and test 

marketing lead the Company to believe 

the product meets such requirements. 
New York Society, October 6. 


REGIS PAPER CO. 
Wii uiam R. Apams, president 
From 1947 to 1956 sales of the pulp 


NovemBer 1958 


and paper products industry doubled 
over $5 billion annually to a yearly total 
of $10 billion. This required additional 
investment of $4 billion exclusive of 
timberland and converting plant con- 
struction which required substantial ad- 
ditional investment. 

Paper mill construction now takes an 
investment of about $100,000 for each 
ton of capacity with the minimum eco- 
nomical size ranging from 150 to 300 
tons per day or an initial expenditure of 
$15 to $30 million, plus arrangements 
for raw material supplies. The average 
time requirement to plan and construct 
new facilities may span~4-5 years. 

With these cost and time factors, the 
industry’s timing has not always been 
ideal. New capacity to be completed in 
1956-58 represented about a 14% in- 
crease in capacity over peak consump- 
tion. Demand fell and earnings declined. 
Some’ companies with construction still 
in progress found it prudent to reduce 
dividends to conserve cash. The lowest 
point in demand for paper in relation to 
capacity was reached in first half of 1958 
— about 86%. 

The decline in profits from the indus- 
try’s best period, the first half of 1956, 
has been 36.5% compared with 42% for 
automobiles and primary: iron and -steel 
52%. 

St. Regis is just commencing to re- 
ceive a return on funds committed sev- 
eral years ago to new facilities. The first 
return on the $40 million linerboard 
plant in Jacksonville came in August 
1958, although expenditures began in 
January 1955. 

For 1958, the earlier prediction of 
$2.25 a share was reaffirmed; for 1959 
earnings of $3.00 appear likely based on 
the last two months, when about 6.6% 
of sales was brought down to net. In 
1955 the return on sales was 7.4%. 

With $19 million annual depreciation, 
the company expects to generate a large 
part of its needs for additional facilities 
from internal sources. 


THE TEXAS CO. 
Aucustus C. Lone, chairman 


Texas Company has more than trebled 
in size since World War II with total 
assets over $3 billion. During this period 
capital and exploration expenditures ex- 


ceeded $4. billion. 


Texaco is now the largest crude oil 
producer in the U. S. with total Western 
Hemisphere Reserves of 3.4 billion bar- 
rels. Eastern Hemisphere reserves are 
12.3 billion barrels. Production is 618,- 
000 barrels daily in the Western Hemi- 
sphere and 446,000 barrels daily else- 
where. 

Free World daily demand for petro- 
leum products of 16 million barrels in 
1957 is expected to approach 22 million 
barrels by 1962, up about 33%. 

Earnings for the last half of this year 
are expected to compare favorably with 
those of 1957 although the first six 
months of 1958 of $138.5 million were 
about 16% below last year. 


Philadelphia Society, October 9. 


TEXAS GAS TRANSMISSION CORP. 
W. M. Emer, president 


Since formation ten years ago sales 
have increased from $9.5 million dollars 
to about $100 million this year; invest- 
ment has grown from $24 million to 
about $250 million with daily delivery 
capacity now 1.4 billion cubic feet com- 
pared with 294 million cubic feet 10 
years ago. 

Certification is expected at an early 
date by the Federal Power Commission 
of an application to increase delivery 
capacity by about 10% at a cost of $20 
million. Completion is scheduled for the 
fall of 1959. 

This is the first company to receive 
Federal Power Commission approval for 
new final rates since the Memphis Gas 
decision was handed down last Novem- 


ber. 
Cleveland Society, October 15. 








DRUG BUSINESS WANTED ON ATTRACTIVE PLAN 
FOR ESTATES, TRUSTS 


Well known national drug firm is interested in acquiring additional 
established products small or large in drug or allied field. We have a 
proven plan of particular interest to trusts, estates, and family-owned 
companies, under which present owners can continue to receive income 
which would be increased by the growth which we create. One possible 
plan provides an attractive means of disposition for owners who seek 
continued income with capital gain on ultimate sale. 


To anyone whose inquiry evidences real interest we will gladly disclose 
our identity, and provide ample credit information through one of New 
York City’s leading banks. We are principals. You may write in confi- 
dence to Box 180, Trusts AND EstaTEs, 50 East 42nd Street, New York 17. 
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NUCLEAR ENERGY REPORT 


Developments of Investment and Commercial Interest 


EXPANSION IN PROSPECT FOR 


URANIUM PRODUCTION IN UNITED STATES 


GORDON A. WELLER 


Executive Vice President, Uranium Institute of America, Grand Junction, Colo. 


UST FOUR SHORT YEARS AGO, THE 

uranium industry in the United 

States was of little consequence. A 
great flurry of speculation was attached 
to its potential growth, but its produc- 
tion was limited to a few tons of con- 
centrate per day from a handful of 
small mills. Mining was confined to an 
area generally described as the Four 
Corners Region, southwestern Colorado, 
southeastern Utah, northeastern Arizona, 
and northwestern New Mexico. Reserves 
were estimated at 10 million tons of 
ore, an eighteen-month supply by to- 
day’s standards. 

Today the industry produces $300- 
million annually, and has increased its 
ore reserves an estimated ten times its 
1954 status. Without question, uranium 
represents one of the greatest sources of 
energy potential in the United States 
today, with only the final steps of im- 
proved atomic reactor technology stand- 
ing in the way of its full release. 

Because of its military importance, 
the development of the uranium industry 
has occurred under the encouragement 
and constant supervision of the Atomic 
Energy Commission. Indeed, up to the 
present time, the total market for ura- 
nium production has been with the Gov- 
ernment. Under recently developed pro- 
cedures, however, the AEC will now 
authorize the sale of uranium to licensed 
domestic or foreign customers. This is a 
development which gives rise to hope 
of an expanding non-government mar- 
ket for this new fuel source. 


Ore Concentrate Production 
Increase Forecast 


Production of uranium oxide concen- 
trates now stands at approximately 
15,000 tons per year. This is expected 
to increase to 18,000 tons per year by 
1959, and to in excess of 20,000 tons 
per year by 1960. This anticipated fur- 
ther growth in production is based up- 
on: 

1. Mills now under construction, 
which are expected to come into opera- 
tion in 1959 with a product capacity of 
3600 tons of concentrate per year. 
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Mr. Weller, guest 
columnist of Vincent 
R. Fowler, editor in 
charge of our Nu- 
clear Energy Report, 
is experienced in the 
problems of uranium 
mining and refining. 
He has a degree in 
chemical engineering 
from the University 
of Colorado, and has 
worked with Humble Oil and Refining Co., 
Cities Service Refining Co. and the Man- 
hattan Project. As head of the acceptance 
control department of the Kellex Corp., 
prime contracter fer the gaseous diffusion 
plant at Oak Ridge, he established and ad- 
ministered testing procedures for equipment 
to separate the uranium isotope U235 from 
natural uranium. Until recently Mr. Weller 
was associated with the Climax Molybdenum 
Co. whose subsidiary, Climax Uranium Co.., 
is one of the pioneering uranium mill 
operators. He is a member of the Commit- 
tee for the Commercial Uses of Atomic En- 
ergy of the Chamber of Commerce of the 
United States. 
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2. Areas with reserves which have 
been recognized by the AEC, but which 
have not yet been allocated ore process- 
ing capacity. Negotiations are now in 
progress for this capacity — expected 
to result in an annual concentrate in- 
crease of 2500 tons per year. 


This continued growth in processing 
capacity for uranium ore assures a cor- 
responding strengthening of activity in 
mine production. An average of 16.500 
tons of ore per day is being mined by 
the industry today. Increases in concen- 
trate production schedules will require 
mining at the rate of 20,700 tons per 
day by 1959, and close to 24,000 tons 
per day by 1960. Approximately three- 
quarters of this production is from com- 
panies which have made long term ore 
buying agreements with mills, or which 
have part or full ownershin in such 
facilities. Such mine production is 
termed “captive production.” The re- 
maining “custom production” from in- 
dependent operators then represents a 
quarter of the industry’s mine activity. 


Custom ore is purchased on the basis 


of Circular 5, published in the Federal 
Register (10 CFR Sec. 60.5a) setting 
payments for ore ranging from $1.50 
per pound of uranium oxide contained 
in ore which assays as 0.10 per cent 
grade ore. The upper limit of payments 
is $3.50 per pound of oxide for ore 
assaying 0.20 per cent U3Qx or higher. 
Premiums of $0.75 per pound of ura- 
nium oxide contained are paid for ores 
assaying higher than 0.20 per cent, and 
an additional premium of $0.25 per 
pound of oxide contained, for ores of 
0.50 per cent grade or higher. 

During the current fiscal year, the 
Commission is paying an average of 
$9.24 per pound of U3Qx, contained in 
the mill concentrates meeting AEC speci- 
fications. This price is 10 cents under 
the average price paid during the fiscal 
year 1958. As additional milling capac- 
ity comes into operation, ihis average 
price is expected to continue to drop, 
reflecting the lower payments _ being 
made by the Commission in its more 
recently negotiated mill contracts. This 
reduction is based upon the improved 
and more efficient processes developed 
for milling uranium ore. 


Price Floor Forecast 
on Concentrate 


In the 1962-66 period, the price for 
uranium concentrate is expected to reach 
a floor of about $8 per pound of ura- 
nium oxide. Because of increased _pro- 
duction by that time, however, the in 
dustry is expected to gross more than 
$325.000.0C0 annually. 

Table I lists uranium ore processing 
plants now in operation or under con- 
struction as reported by the AEC Aug: 
ust 15, 1958. The plants under construc- 
tion are expected to be in operation by 
December of this year. 

In addition to these mills, a program 
has been formulated by the AEC for 
the establishment of additional process 
ing facilities in areas listed in Table Il. 
This program for increased capacity was 
based upon a study made by the Raw 
Materials Division of the AEC, the re 
sult of which was published on April 
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2. 1958. This study sought to establish 











niarkets for reserves established by the TABLE I 

industry prior to November 1, 1957. URANIUM PROCESSING PLANTS IN THE UNITED STATES 

This study was necessitated by condi- Gasketing a: at haat UE, 20D 

tions which developed as the result of Tons Gteiens 

a Commission policy announced October inant ane tiid 3. Tar 

28. 1957, to the effect that the AEC — 

would not negotiate further increases j Rifle, Colo. _Union Carbide Nuclear Co. —... 1,000 $ 8,500 

in the program of concentrate procure- 2 raven, Colo... Union Carbide Nuclear Co. _....... 850 5,000 

ment. Such sudden notice to the industry 3. Grand Ject., Colo. Climax Uranium Co. ee 350 3,088 

found many companies with reserves 4. Durango, Colo. —. _.Vanadium Corp. of America - 750 813 

sich hed been develowed at er ; 5. Gunnison, Colo. __. _.Gunnison Mining Co. 200 2,025 

— a a oe §8€§6«¢;. lal, Cols _._ Tones Sloe Ge ce. 300 2,208 

able cost, but which could not be pro- 7, Monticello, Utah Government-owned 350 5,000 
duced under the revised policy. The 8. Salt Lake City Vitro Uranium Co. . ol 600 5,500 
. April 2. 1958, report effectively relieved 9. Moab, Utah - __......-......Uranium Reduction Co. —....... 1,500 8,250 
Ig this problem. j 10. Mexican Hat, ‘Utah _Texas-Zinc Minerals Corp. 775 7,000 
\() ret fa ll. Shiprock, N. Mex. —......Kerr-McGee Oil Industries — 300 3,161 
d Negotiations for added milling ca- 12, Grants, N. Mex. . Anaconda Co. ae 3,000 19,358 
tt pacity for Wyoming under this program 13. Edgemont, S. Dak. . _.Mines Development, Inc. sansa 400 1,900 
t are nOoW reasonably well advanced. Com- 14. Tuba City, At. _-Rare Metals Corp. of America - 300 3,600 
! io : : saa 15. Split Rock, Wyo. Western Nuclear Corp. — 400 3,600 
re an yA 7“ boron Jal pane ng) 16. Ford, Wash. . _............Dawn Mining Co. : 400 3,100 
r. on that wi Teceive an 17, Fremont Co., Wyo. —..........Lucky Me Uranium Corp. 750 6,900 
q. | increase in capacity under this program 18. Grants, N. Mex. ......Homestake-New Mex. Partners 750 5,325 
_ will be the Western Nuclear Corpora- 19. Grants, N. Mex. __..Homestake-Sapin Partners 1,500 9,000 
‘d tion, Lucky McUranium Corporation, 20. Grants, N. Mex. ..Phillips Petroleum Co. - 1,725 9,500 
er and Fremont Minerals, Inc. Federal Ura- Sub-totals 16200 s112e08 
of | nium Corporation and Union Carbide 

Nuclear Co. are expected to receive new Mills Under Construction or Contracted: 
he plant authorizations under the program. 1. Grants, N. Mex, —......... Kermac Nuclear Fuels Corp. ae 3,300 $ 16,000 
of No announcements have been made 2. Riverton, Wyo. - ..Fremont Minerals, Inc. _-........ 500 3,500 
be with regard to possible mill capacity 3. Lakeview, Oregon _ Lakeview Mining Co. 210 2,600 
ci. authorizations for companies operating eS a ae eee 4.010 $ 29. 100 
ler in other areas listed in Table II. 

Recap: 20 mills operating - ; COTE 16,200 112,828 
~al Healthy Four-Year Reserve Growth 3 mills under construction or contract —..... 4,010 22,100 
AC- ; ~<itenations "eal 
ge One of the interesting features of the a im ra 20.210 $134,928 
4 uranium industry is its substantial 
ng growth of reserves in the past four years. ‘Union Carbide Nuclear Co. also buys ore at Slick Rock, Colo., and Greenriver, Utah, as feed for the 
ae y ss . if ; Rifle, Colo. mill. 

yre Early in 1954 domestic uranium reserves 2These figures revised upward September 25, 1958 as follows: Total rated capacity of mills in opera- 


tion, 16,650 tons of ore per day; total estimated capital cost of these mills, $119,328,000. Based upon re- 
marks made by Mr. W. Spencer Hutchinson, Assistant to the Manager, Grand Junction Operations Of- 
fice, AEC, at the American Mining Congress, San Francisco, September 25, 1958. 


his were reported at 10 million tons. In the 
ed | uext three and a half years, these re- 
ed | Serves spiraled at the rate of 15 io 18 
million tons of new reserves per year. 
reaching a level of 70 million tons by 


the fall of 1957. 


Reserves are now reported by the 




















for Commission at 78.5 million tons, with 
ach their distribution by state shown on 
ra‘ — Table III. Because of lack of market for 
ro: new discoveries made after November 
in- 1, 1957, it is apparent that the growth 
an —| —— 
TABLE II 
ing A a 
| ADDITIONAL URANIUM MILLING Ee Ce 
ug {thorized under April 2, 1958 Report of 
uc: f Division of Raw Materials, AEC) 2 iwi 
by F pe for corporate or individual needs 
Area Seat ar Ore 
am ; Per Day 
for Se Frome Range » NATIONAL BANK 
Nev: (Austin Region) _ 200 
ESS: Sout ROE SNPS 600 
I]. Nort & South Dakota. 600 O FEF D E T R O I ¢ 
was A niferous Lignites) 
Ek Sn eee 1700 
elie More friends because we help more people 
re- 
ee a ee ome a ars 3300 
pril F — Member Federal Deposit Insurance Corporation 
res § No\cwper 1958 
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“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
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agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 
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development of trust business, all 
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cy, and willing effort. 


We invite you, your customers and 
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of reserves has dropped to approximate- 
ly half the rate of former years. Dis- 
coveries are continuing, but ore de- 
posits are not being drilled in a manner 
that meets AEC requirements for reserve 
definition. Because of cost, extensive 
drilling of new discoveries will not occur 
until markets for the ore become more 
immediate. Estimates by reliable tech- 
nicians now estimate that such a drilling 
program could bring another 20 mil- 
lion tons of ore into being. 

In recent months there have been in- 
creasing indications of a growing for- 
eign market for uranium in concentrate, 
and in various chemical and metal 
forms. Provisions have been made by 
the AEC for the sale of uranium under 
most of these conditions, providing re- 
quirements for proper licensing of the 
prospective customers have been ful- 


filled. 








TABLE Ill 


DISTRIBUTION OF URANIUM OR: 
RESERVES BY STATE 


Reserves Averuge 
State (Thousand Grade 
Tons) (% U0s) 
New Mexico —........... 52,800 0.26 
Wyemmg SE 0.30 
ee eee 5,100 0.36 
Colorado Bs he eae 3,700 0.29 
Wewtene, 26.2. ED 0.32 
Washington, Oregon, 

Neveds. ....... .... 2600 0.23 
North & South Dakota __ 600 0.26 
Others (Tex., Calif., 

Mont., Ida., Alaska) — 1,800 0.23 
Tot. Reserves & Av. Grade 78,500 0.27 





The prospect of such new markets 
has created considerable interest and it 
is expected that some growth of pro- 
duction will result from such markets 
beginning with the next several months. 


NUCLEAR NEWS NOTES 


OLLOWING THE SEPTEMBER GENEVA 

Conferences, Charles H. Weaver, vice 
president for atomic power activities at 
Westinghouse, told a group of U. S. elec- 
tric utility executives that this country 
scored “a resounding success” in pre- 
senting our scientific achievements. He 
praised an exhibit prepared by the Edi- 
son Electric Institute which pictured 
progress in nuclear plants by U. S. In- 
dustry. 

Commenting on a separate atomic in- 
dustrial exhibit held at the same time in 
Geneva, Mr. Weaver noted the somewhat 
surprising fact that both Great Britain 
and France had more commercial ex- 
hibit space than the United States (Rus- 
sia had none). He said this indicated the 
extent of the British effort to capture 
international atomic markets and the re- 
markable vitality of French work in the 
field. 

In another footnote on Geneva, the 
Atomic Industrial Forum asserted that 
“first, the world recognized the very ear- 
ly stage that thermonuclear fusion de- 
velopment is actually in, and second, the 
great atomic powers decided that sec- 
recy could be completely removed from 
their work in this field.” 

Removal of secrecy and the resultant 
interchange of information and ideas is 
expected to spur fusion power develop- 
ment. However, after Geneva it is gen- 
erally agreed that fusion is unlikely to be 
a factor in world power supply until 
late in this century. It follows that 
uranium should maintain its place as the 
basic atomic fuel for many years. 


Meanwhile, in international circles dis- 
illusionment was expressed about the In- 
ternational Atomic Energy Agency as it 
completed its first year of operation in 
Vienna. The agency was being criticized 
particularly for its failure to date to 
act as a clearing house for international 
movements of nuclear fuel. In part at 
least the agency’s problems were felt to 
reflect its own inner divisions: it is gov- 
erned and staffed by representatives of 
both the Communist and the free world. 


Improved Steps to Harness 
Atom Reported 


In Britain and the United States there 
were reports of new work toward sim- 
plifying the harnessing of the atom for 
electricity. Los Alamos scientists an- 
nounced development of a new plasma 
thermocouple generator to convert nu- 
clear reactor heat directly into electric- 
ity. The thermocouple utilizes one metal 
rather than the conventional two. In 
London, a scheme was revealed to make 
the reactor core itself spin, and_ then 
couple it directly to the generator drive 
shaft without an intermediary turbine. 

In Italy, the Societa Electronucleare 
Nazionale (SENN), utility group, has 
contracted with General Electric for an 
atomic power plant to serve the area be: 
tween Naples and Rome. Ebasco Set 
vices, Inc., is the designer and the plant 
is scheduled to begin operations in 163. 
The World Bank will participate in the 
financing, for an undisclosed sum. GE 
won the contract in an_ international 
competition in which nine proposals 
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Standing on bridge of new pool-type re- 
search and test nuclear reactor in The Bab- 
cock & Wilcox Company’s Critical Experi- 
ment Laboratory in Lynchburg, Va., tech- 
nician uses long metal grapple to move fuel 
element from its storage vault, which is 
built into pool bottom to grid plate, which 
serves as base for reactor core. Partly- 
assembled core rests under water, and may 
be seen directly beneath the bridge. Long 
tubes emerging from core house control 
rods and special instruments. 








were submitted by interests in Britain 
and France as well as the U. S. 

In the United States, the Atomic En- 
ergy Commission invited proposals from 
industry or public power groups to de- 
velop and construct an advanced gas- 
cooled nuclear power plant. There were 
reports that the staff of the Tennessee 
Valley Authority was “feverishly” pre- 
paring a proposal for the plant, but 
without approval of the TVA board of 
directors. TVA staff members refused to 
comment on the reports. It is known, 
however, that TVA has been studying 
nuclear power for several years. 


Advanced Research Program 
Announced 


In other recent actions, AEC invited 
industry to participate in a new research 
and development program to develop 


advanced and improved reactor fuel cy- 
cles for power reactors. AEC stated that 
its new Fuel Cycle Development Pro- 
gram was initiated because “Commis- 
sion experience indicates that a substan- 
tial reduction ‘in operating costs of 
power reactors can be achieved by de- 
creasing chemical processing, repro- 
cessing and fuel element fabrication 
costs, and by developing fuel elements 
having increased burn-up and ability to 
operate at elevated temperatures.” 

Also, AEC Chairman John A. Me- 
Cone announced appointment of an Ad 
Hoc Advisory Committee on Reactor 
Policies and Programs. The members of 
the new committee are: James Black, 
Chairman, Pacific Gas and Electric Co.; 
Marion W. Boyer of the Standard Oil 
Co. (New Jersey) and formerly General 
Manager of the AEC; Dr. Harvey 
Brooks, Dean of Engineering and Ap- 
plied Physics, Harvard University and 
presently a member of the Commission’s 
statutory Advisory Committee on Reac- 
tor Safeguards; Eger V. Murphree, 
President, Esso Research and Engineer- 
ing Co. and presently a member of the 
Commission’s statutory General Advis- 
ory Committee; Dr. Henry D. Smyth, 
Chairman, Board of Scientific and En- 
gineering Research, Princeton Univer- 
sity, and formerly a Commissioner of 
the Atomic Energy Commission; Eugene 
Starr of the Bonneville Power Admini- 
stration; Dr. Robert E. Wilson, former- 
ly Chairman of the Board of Standard 
Oil Co. (Indiana), presently a member 
of the Commission’s statutory General 
Advisory Committee. The chairman of 
the Committee under the Code of Fed- 
eral Regulations stipulating how boards 
and committees advisory to the Commis- 
sion shall operate, is Mr. A. Tammaro, 
Assistant General Manager for Research 
and Industrial Development. The Com- 
mittee elected Dr. Henry D. Smyth as 
its Vice-Chairman. 

The Atomic Industrial Forum held its 
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annual conference in Washington No- 


vember 10, 11 and 12. 


Bureau of Census Plans 
Nuclear Survey 


In a joint announcement, the Depart- 
ment of Commerce and the AEC an- 
nounced that Commerce’s Bureau of the 
Census will begin an annual survey of 
private industry’s activities in the atomic 
field. The first questionnaires will go out 
this month to all concerns having nu- 
clear The statistics, which 
should be of great value to businessmen 
and analysts, will be published as a sec- 
tion of the annual Census of Manufac- 
turers. 

As a final note, a leading atomic in- 
dustry spokesman warned that before the 
industry reaches its great potential, “the 
investment risks along the way will be 
great.” J. Carlton Ward, Jr., president 
of the Vitro Corporation of America, 
said: “This will be no place for the 
widows and orphans. What we need is 
sophisticated venture capital that will 
see the job through — not dive in reck- 
lessly and ‘then panic at the first reverse 
and pull out again. If this kind of long- 
range money is not available, then the 
United States will drop rapidly from 
world leadership in the industrial nu- 
clear energy field.” 
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HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 





Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 


and the characteristics and qualities of the investments of these companies. 








based on October 31, 


No responsibility is assumed in so far as compliance with the Statem nt 
of Policy is concerned for the employment in whole or in part of he 
index by issuers, underwriters or dealers. Principal indices for Octo ver 
31, 1957 appear in the November 1957 issue and current income retu>ns 
1958 offering prices are available on requ st. 
These will soon be added to a revised short form index. 











































































































ia daa " an ‘ 1 6t 7t 16* 17 18 19 20 
eference shou e made to the introduc- : 
tory article in July 1949 issue, outlining pur- as erry i 58 eS ee %) Prin. Less 5-Yr. Avg. 
poses of publication and considerations in 12/31/35 Principal 10/31/ Net PB caagh Net. Invest. 
selecting stock and cost-of-living averages, — rincipa —_ Invest. Cap. ‘ se 
Saitade and in interpretation of “iee. . rae Low High eniiieaes Inc. Distri, 10/31/58 inweme % 
BALANCED FUNDS 
American Business Shares — 65.9 180.5 7180.5 3.66 0.00 7115.6 3.54 
Ampteegeen Fuad “A” — 71.4 275.8 7269.8 3.09 4.17 7172.5 2.74 
Axe-Houghton Fund “B” — 83.1 316.4 314.8 3.38 3.63 2247 3.21 
Boston Fund 103.1 60.2 $261.2 +260.0 3.10 5.20 +194.8 2.91 
Commonwealth Investment 106.3 78.5 $306.9 306.9 3.31 2.35 243.7 3.26 
Eaton & Howard Balanced 114.5 V386 ©6F276:7 276.6 3.06 1.82 236.4 3.02 
Fully Administered Fund (Group Securities) _. — 69.4 $202.4 +200.4 3.90 1.23 4144.3 3.63 
General Investors Trust 110.0 65.2 $191.8 191.8 4.40 5.40 134.1 3.78 
Investors Mutual — 78.5 Te0%3 224.1 3.69 1.24 183.8 3.61 e 
Johnston Mutual Fund — — +$288.6 282.0 3.44 2.29 242.4 3.24 e 
Nation-Wide Securities** 102.6 59.6 %190.1 190.1 3.61 2.97 140.9 3.57 
New England Fund ‘ 117.4 61.4 $207.8 7206.8 3.87 0.98 7151.1 3.67 
George Putnam Fund .. — 69.2 $226.9 226.9 3.32 2.24 178.7 3.18 
Scudder Stevens & Clark 97.4 80.9 $219.1 218.8 3.44 0.82 175.5 3.14 
Wellington Fund 105.2 75.0 $283.7 233.3 3.39 3.16 173.2 3.20 
Whitehall Fund _ ; = — $294.0 294.0 3.62 3.14 230.4 3.53 e 
Wisconsin Fund, Inc.*** (c) == 65.1 $320.8 7319.6 3.34 1.67 7213.6 3.37 
AVERAGE: BALANCED FUNDS _ 107.1 70.1 243.2 242.3 3.52 2.54 176.2 3.33 
STOCK FUNDS 
Affiliated Fund*** _. — 50.2 %$282.3 282.3 3.48 3.03 177.0 3.65 
Broad Street Investing Corp. 109.9 60.1 $352.9 352.9 3.68 1.99 280.5 3.77 
Bullock Fund —. 109.8 61.0 %340.0 340.0 3.09 5.03 259.3 3.09 
Delaware Fund ___ — 76.1 $232.4 232.4 3.48 4.31 126.7 3.29 
Diversified Investment Fund, Inc.***(c) __.. — — 226.8 222.3 4.50 2.25 179.5 4.23 e 
Dividend Shares _ 109.0 62.1 1277.1 +2171 3.13 2.95 7209.6 3.20 
Deeviseund’*** 2 oo — $887.5 7386.1 2.38 1.43 +323.6 2.33 e 
maton & Howard Stock — 107.1 62.7 $409.1 408.9 2.67 0.94 348.0 2.60 
ae nee ee Oe — — %390.6 390.6 3.55 2.85 321.9 3.62 @ 
Fundamental Investors _..... 105.2 64.8 $444.0 443.4 3.18 1.88 363.1 3.17 
Tnoseperated Tavectets —§§$§$____ 103.6 63.9 439.9 406.7 2.67 3.28 307.9 2.74 
Institutional Foundation Fund (c) —... — — 256.3 252.3 4.49 3.69 177.0 3.85 @ 
Investment Co. of America _. — 69.0 %341.1 341.1 2.82 4.88 223.0 a1 
Knickerbocker Pund (c) ——....__>___ — 59.8 %$149.3 7148.8 3.65 3.65 + 82.9 3.43 
Loomis-Sayles Mutual Fund (c) —--- 72.4 74.2 %$255.7 7253.6 3.22 1.53 4154.9 3.06 
Massachusetts Investors Trust Z 110.7 50.7 $368.5 367.5 3.40 1.45 334.5 3.51 
Mass. Investors Growth Stk. Fund — 114.2 57.4. $408.7 408.7 1.91 1.91 326.0 2.03 
Mutual Investment Fund (c) _..---- 129.7 56.1 %$221.9 +220.8 3.31 2.43 ¥162.9 2.97 
MME EORUONG) co — 60.7 $461.0 461.0 2.35 3.29 348.9 2.47 
National Securities — Income***(c) — 66.0 147.7 142.4 5.42 1.05 iE i | 5.02 e 
Selected American Shares 123.8 60.9 $280.1 279.1 3.51 2.94 189.2 3.32 
SS aa eae — 62.5 211.3 210.9 4.09 1.81 174.3 3.99 
State Street Investment Corp. _. 92.8 60.7 324.0 308.1 3.04 4.06 1773 254 
Wall Street Investing Corp. (a) — — — 4382.7 380.4 3.16 1.81 350.7 3.24 e 
AVERAGE: STOCK FUNDS _ 107.4 62.5 330.2 $27.2 3.18 2.74 244.6 3.10 
500 STOCK INDEX (Standard & Poor’s)n —_. 107.5 59.8 413.3 411.0 — _ a = 
CONSUMER PRICE INDEX (B.L.S.)n __. — 99.7 207.9 _ = _— = _ 


























Base index number of 100 is the offering price on Dec. 30, 1939. 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
dates indicated are added all capital distributions to such date and the re- 


sultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 


butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- 
panies out of income earned from dividends and interest on their portfolio 


securities (excluding all capital distributions). 


month-end offering prices ending on the corresponding date. 


annual period. 


or balanced funds in existence at the time. 


COL. 17 represents figure obtained by dividing such dividends accruing ovef id 
the annual period ending with the stated date by the average of the twelve 


CAPITAL GAIN DISTRIBUTION column (18) represents percentage of 
distribution. if any, from capital gains or any other source, for the curren! 


COMPANIES ORGANIZED AFTER 1939 are given an initial index »umbef 
on the date they commence business equal to the average of all thos- stock 





n—New revised series adjusted to 1939 base. 
(c)—Regrouping awaits new detailed classifications. 
(a)—Dvoes not reflect new acquisition cost. 
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t—Adjustment for capital gains tax will be made in 
revised index. 


+Ex-dividend current month. 
@Principal index begins after 1939 base date. 
tHigh reached current month. 


— 


**Became Balanced Fund in 1945. 

***#Not included in balanced or stock ave-age: 
****#Name changed from Nesbett Fund. . 
Dreyfus now in stock grouping; New Eng’and ® 

balanced. 


COPYRIGHT 1958 BY HENRY ANSBACHER ONG. 
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INVESTMENT COMPANY NOTES 


By HENRY ANSBACHER LONG 


Economist Cautions Fund 
Convention on Overconfidence 
in Recovery 


“Overconfidence and excessive opti- 
ism inevitably engender disappointment 
and disillusionment,” cautioned John K. 
Langum, president of Business Econom- 
ics, Inc., before the tenth National Mu- 
tual Fund Sales Convention last month 
in Chicago. Delegates to the three-day 
meeting were further told by the econo- 
mist that “even in view of the current 
deficit, we do not have now the excessive 
money supply, or the liquidity, in 
broader terms, in the American economy 
to be the basis for further substantial 
inflation.” In fact, in relation to the size 
of the economy, our money supply is on 
a par with the twenties. Furthermore the 
‘new inflation’ has not resulted in 
greater profits generally as is evidenced 
by experience from 1955 to 1957; the 
overall GNP price index was up 6.9% 
but net corporate profits fell 5.2%. But 
our certainty in our thinking about fu- 
ture substantial inflation is one of the 
most powerful forces creating it. 

Mr. Langum reserved opinion on the 
adequacy of the recovery. Its pace will 
slow down considerably because the 
stimulus from the ending of inventory 
liquidation is pretty much over, the rate 
of residential construction is declining 
and there is no certainty about how the 
public will eventually respond to new 
automobile models. Further, although 
capital expenditures have bottomed out, 
they will rise only slowly next year. Nor 
can one be blinded to the unemployment 
problem which still exists. “The Ameri- 
can economy has turned in a noteworthy 
performance in meeting the test of re- 
cession and moving up in recovery,” the 
economist pointed out, “but hitting the 
bottom and moving up sharply, even to 
new records in dollar figures, is not the 
Saine as moving up enough.” 

‘receding Mr. Langum on the first 
da. of the meeting, Louis H. Whitehead, 
partner of Nye and Whitehead, N.Y.S.E. 
mmbers, sounded the convention key- 
neie. He reminded industry of its very 
g:-at social responsibility: “. . . most 
pt-chasers are unsophisticated individ- 
u-is who never before owned a single 
“are of stock. Accordingly, we must be 
pecially careful in guiding them as it 
\ uld be a tragedy if their first venture 
i 0 equities turned out unsatisfactorily.” 


r wholesalers Mr. Whitehead had this 
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pithy bit of advice: “We wish you would 
be more concerned about the competi- 
tion represented by alternative means of 
investment rather than to the competi- 
tion offered by other mutual funds.” 
Amplifying on his theme of social re- 
sponsibility, he specifically advised the 
retailers to tell “all the truth and noth- 
ing but the truth” so that the industry 
might continue to expand in the proper 
manner. 

In a Tuesday session, Henry J. Simon- 
son, Jr., of National Securities and Re- 
search Corp., Chairman of the NAIC 
Committee on Public information, and 
Robert L. Cody of Commonwealth In- 
vestment Co., Chairman of the Invest- 
ment Companies Committee of the 
NASD, brought the convention up to 
date in the particular areas of the mu- 
tual fund field relating to their posi- 
tions. Mr. Simonson mentioned that the 
NAIC was cooperating with the Re- 
search Unit of the Wharton School, 
which had been appointed by the S.E.C. 
to study the funds’ size. The project is 
expected to take approximately three 
years. With respect to State Legislative 
Activities, it is expected that the prudent 
man law which was not passed this year 
in New York state would be reintroduced 
in 1959 so that fiduciaries and trusts 
would be given permission specifically 
to invest in mutuals. In the field of 
Special Project, Mr. Simonson announc- 
ed that a booklet on investment compa- 
nies designed for lawyers was in prcpa- 
ration which would be available in a 
few months, 

Mr. Cody detailed his group’s cooper- 
ation with the S.E.C. to devise satisfac- 
tory charts showing the results of the 
operation of contractual type investment 
plans as well as tables illustrating the 


operation of withdrawal plans. He stated 
that it was probable that the Supreme 
Court would hand down a decision on 
the appeal of the Variable Annuity case 
in March or April of next year. Mr. 
Cody reiterated both his and Mr. Simon- 
son’s associations’ stand on the annuity: 
“We have no objection to the offering 
of variable annuities, provided they 
meet the requirements for the offering 
of securities and provided they do not 
have any Federal tax advantages over in- 
dividual securities or mutual funds.” 


Non-Defensive Stocks Feature 
Funds’ Increased Buying 


Investment companies accelerated their 
buying of common stocks as security 
prices in general rose to new heights 
during the third quarter. According to 
the regular three months’ survey of port- 
folio transactions of 73 closed and open- 
end funds published by this writer in 
Earron’s, management gave preference 
to equities with non-defensive character- 
istics, while selling transactions exceeded 
purchases to a noticeable extent in such 
former favorites as the electric utilities. 
Increased purchasing of equities was 
especially pronounced among the com- 
mon stock mutuals, with only three of 
the 35 surveyed selling on balance. 


The oil stocks were the most popular 
group, purchase transactions up 30% 
from the previous quarter. The rails and 
steels were aiso high on the list of fav- 
orites, buying nearly doubling that of 
the three prior periods. Both the elec- 
tronic and electrical equipment and the 
auto equipments, interested more pur- 
chasers while the non-ferrous metals, 
with the exception of the aluminums, 
were particularly well-liked. A popular 
building division was featured by con- 
centrated buying in the cement issues. 
Also favored during the quarter were 
the drug, paper and industrial equipment 
stocks. 


A new development of particular in- 
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terest was the selling of the bank shares 
on balance. Only one-half year earlier 
they had been one of the really popular 
groups. The food products division also 
experienced increased selling. Opinion 
was divided on the finance companies as 
well as the chemicals. 

Issues purchased on balance by a 
half dozen or more managements in- 
cluded the following: (16) Royal Dutch 
Petroleum; (15) Republic Steel; (12) 
Southern Pacific; (11) Standard Oil 
(New Jersey), United States Steel; (10) 
General Motors, Texas Co.; (9) Ameri- 
can Telepone, Anaconda; (8) Pacific 
Gas and Electric (partly with rights), 
Standard Oil (Indiana); (7) American 
Airlines, Armco Steel, Burroughs Corp., 
International Harvester, North Ameri- 
can Aviation; (6) Abbott Laboratories, 
I.B.M., Jones and Laughlin, Kennecott, 
Eli Lilly “B,” Gulf Oil, Radio Corp., 
Schering, Sinclair Oil, Standard Oil of 
California, Union Carbide and United 
Aircraft. 

Selling on balance by six or more 
managements occurred in the following: 
(8) American Can, Bethlehem Steel; 
(7) Aluminium, Ltd., General Public 
Utilities, Socony Mobil Oil; (6) Ameri- 
can Cyanamid, Corn Products, Niagara 
Mohawk Power and Rochester Gas and 
Electric. 

Transactions in the newly organized 
One William Street Fund and Lazard 
Fund, Inc., were not included in the re- 
cent Barron’s survey. We have therefore 
prepared an exclusive analysis for the 
readers of this column listing those se- 
curities which appeared in the portfolios 
of both these well-known newcomers as 


of September 30th. 


Mutual Sales Up 
18% in Third Quarter 


Net sales of the mutual funds’ own 
shares to the public (gross less redemp- 
tions) were up 18% during the third 
quarter of 1958 compared with those of 
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the same period a year earlier. Gross 
sales at $440 million were up even more 
— 23%. According to studies made by 
the investment company trade associa- 
tion, redemptions tend to increase in ris- 
ing stock markets and decrease when 
security prices are falling. (Note a sim- 
ilar correlation in sales during Septem- 
ber.) During the latter part of the 1957 
third quarter prices were falling. The 
gross sales figures for the 1958 period 
include $13.5 million attributable to 
The One William Street Fund which was 
not in existence a year earlier. 

Net assets of the mutuals totaled $11.8 
billion on September 30, 1958; a year 
earlier they were just about $9 billion. 
The number of new periodic accumula- 
tion plans opened during the recent 
third quarter equaled 59,472 as com- 
pared with 59,590 in the 1957 period. 


Funds Swell Assets Through 
Acquisition of Smaller Units 


The investment companies’ interest in 
the acquisition of smaller funds appears 
to be on the increase. Most recent trans- 
action is the proposed purchase by the 
$475 million Fundamental Investors of 
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the cash and securities of the D. N. Bar- 
ney Co. The latter is an investment com- 
pany with 35 stockholders and assets ap- 
proximating $12 million. These assets 
will be transferred to Fundamental in 
exchange for Fundamental shares at as- 
set value, which will then be distributed 
to Barney shareholders. 


In like manner, during October the 
$95 million American Mutual Fund ac- 
quired almost $2 million in assets of 
Selected Securities Corporation in ex- 
change for the former’s shares. In this 
instance an adjustment was made which 
took into account the unrealized appre- 
ciation of assets of the respective com- 
panies, the character of their holdings 
and other considerations deemed appro- 
priate. It will be recalled that only last 
May, American acquired the assets of 
Bareco Investment Co. valued at ap- 
proximately $4 million. (T&E, May 
1958, p. 470.) The acquisition of the 
$8.5 million J. D. Adamm Manufactur- 
ing Co. by State Street Investment Corp. 
also noted at that time, was finally con- 
summated last month. 


Still another transaction was com- 
pleted in mid-October after shareholders 
of the Jefferson Custodian Fund whose 
assets approximated $1 million, approv- 
ed a plan of reorganization for sale of 
these assets to the $130 million Broad 
Street Investing Corp. Jefferson stock- 
holders will, as a final result, become 
holders of shares of Broad Street with 
a value equal to that of their former 
Jefferson holdings. This acquisition will 
bring to an-end the problems of Jefler- 
son first publicized last March when the 
S.E.C. asked the U. S. District Court 
for the Southern District of New York 
for an injunction against certain officers 
and directors of the mutual and request- 

(Continued on page 1068) 
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Chairman, Real Estate Research Corp., Chicago, Illinois 


EAL ESTATE IS SORT OF A COMEDIAN 
R — it reflects what goes on — and 
unless consumers are able to buy real 
estate, unless businesses are healthy 
enough to buy it, unless industry is ex- 
panding and thus buys it, we do not do 
well. 

The urban labor force is the founda- 
tion of real estate. At the moment we are 
in a rash of national optimism. Stock 
market figures are impressive and going 
up. Indices of production are climbing. 
Generally speaking, people are of the 
opinion that a new high-level prosper- 
ity is around the corner. 

But beguiling as these facts are, they 
are not reflected at this moment in a 
change in trends in the labor force. For 
example, we are seeing some expansion 
in industrial production but not too 
much in industrial employment. 

It has been my experience that a 
man has a greater chance of being ac- 
curate if he can forecast what is going 
on in Washington than what is going to 
go on in the basic statistics. Our fore- 
cast is that as a result of the elections 
this fall, there will be a new stimulus 
in Congress to produce a better climate 
in terms of local employment, which will 
carry with it stimuli in the form of new 
construction and easier money rates, 

The greater and greater tendency to 
invest the savings of this country in real 
estate, with the highest percentage of 
dollars going into real estate loans that 
has ever been experienced in this coun- 
try, has produced a competitive situa- 
tion which enabled mortgage money 
rates to resist the upward trend of basic 
money rates, and to have a lag in their 
follow-up, which is only now being 
erased, 


Mortgage Rates Pointing Upward 


Our belief is that in the next several 
mouths mortgage money rates will rise 
rather sharply, not to their high of last 
November, but not far from it. 

‘he people who put their money in 
Sa\ ngs accounts have just as much con- 
fi nee in a fixed dollar as they ever did. 
0) the other hand, behind these con- 
su'ier savings are the sophisticated in- 
Vve-tors with a generally accepted feeling 
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(00D OUTLOOK FOR REAL ESTATE 


JAMES C. DOWNS, Jr. 


that fixed-dollar investments are for the 
birds. 

This has impact not so much on the 
money from savers who are over the 
long run still going to be in a high level 
of prosperity, but in the basic move- 
ment of money rates that you must con- 
tend with in the final analysis. 

Except on the West Coast, 1958 has 
seen a decline of between 10 and 20% 
from the 1957 volume of national real 
estate transactions and about 25% from 
1956. 

During this period, we have con- 
tinued to add to the supply of real estate 
with a bulge in 1958 starts to a latest 
adjusted level of about 1,170,000 as 
against 1 million starts last year. Prob- 
abilities are that this bulge will slow 
down because of rates but we have seen 
substantial activity on the part of con- 
sumers in the low end of the markets in 
the purchase of new houses. 

The average builder building today 
on a sound market basis still sells his 
houses before he starts them. 

The new houses are offering a terrific 
attraction as to space, design, equip- 
ment, and terms. Whereas many people 
are impacted by unemployment, the bulk 
are still working at the highest level of 
Therefore, 
they are buying and buying rapidly. The 


income ever experienced. 
real impact has been felt by the exist- 
ing house, the house in bulk on which 
you have your mortgage. 


Two Real Estate Markets 


Just as there are two kinds of com- 
modity transactions, spot and futures, 
there are two kinds of real estate trans- 
actions, spot and optional sale. If you 
are transferred to Newark, and haven’t 
enough money to buy in Newark before 
you sell your house in Oshkosh, you are 
a spot seller. 

In the urban real estate markets to- 
day spot transactions are taking place 
at somewhere between 8 and 15% below 
appraised values. This is not a bad situ- 
ation, because spot sellers are not too 
large a proportion of the market. 

In my opinion, spot trading at below 
the present market will last for the bal- 
ance of this year, maybe into the first 
quarter of next year, but in the second 
quarter will come back up to the classical 








level because we will again see a revival 
of the urbanization of our population 
which has not been going on for the last 
six to eight months. 


Bullish on Apartments and 
Commercial Buildings 


We are bullish on well-located apart- 
ment buildings. We believe in re-cen- 
tralization. 

The movement of the major companies 
out to the sticks is over, because our 
entepreneurs and capital have now fin- 
ally got enough fortitude to risk invest- 
ment in downtown areas. In Chicago 
we have recently built all kinds of new 
buildings in the downtown area at over 
$5.90 a square foot. They are well occu- 
pied. Apartments are 100% occupied. 

We are bullish also on commercial 
properties. Last year for the first time in 
the history of any economy anywhere, 
more than half of the people of the United 
States neither made anything nor grew 
anything. We need*more people today to 
serve the people who are making some- 
thing and growing something. We have 
already passed the peak of our industrial 
employment. We are going to employ a 
lesser and lesser percentage of our peo- 
ple in industry and agriculture than 
ever before. The office consuming groups 
in the United States are growing apace. 

We believe that more industries will 
find that they have to build plants to 
match modern methods and costs. In 
an expanding territory like the South- 
west, West or Far South, industries will 
locate to get close to new markets. There 
is a common feeling that we have too 
much capacity. This is complete non- 
sense. We have a great deal of capacity 
only in terms of our present system of 
distribution. 


Land Values Up 


Farm prices are continuing to go up, 
and will continue in our opinion, almost 
regardless of what happens to the level 
of farm prices. We are as bullish about 
land as ever but we don’t think it will 
go up quite as fast in the next year as 
it has. 

The reason we always had depressions 
in this country is that the profit system 
is self-exhausting. Competition would 
ultimately get a product price down to 
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where the profit was unsatisfactory. 
Then we would curtail production, some- 
body would go out of business and 
then we would be getting a good profit 
again. 

The difference between any kind of a 
product you can think of, and land, is 
that nobody can make land. True, they 
can dredge up a few acres in Florida, 
and build a beach here or there, but 
basically all the land that is ever going 
to be in your community is there now. 

Impose population statistics on land 
supply and there is only one way that 
land can go — up. 


A AA 


INVESTMENT COMPANY NOTES 
(Continued from page 1066) 


ed the appointment of a receiver to hold 
the assets for the purpose of reorganiza- 
tion or liquidation as should be subse- 
quently directed. The S.E.C. at that time 
advised holders of Jefferson shares that 
its action should not be construed as a 
reflection on the value of their shares. 
Even the recently organized One Wil- 
liam Street Fund has already absorbed a 
small investment company. Early in Oc- 
tober acquisition was completed of 
Louetta Investment Co., a Missouri per- 
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sonal holding company having assets of 
approximately $1.3 million. Louetta’s 
shareholders received stock of William 
Street having total equivalent net asset 
value. Late last summer William Street’s 
older closed-end sister, the Lehman Cor- 
poration, acquired all of the net assets 
of Wecaf Holding Co., amounting to 
over $7 million, in exchange for shares 
of its capital stock. Wecaf’s assets con- 
sisted entirely of cash, corporate bonds, 
commercial paper and U. S. Govern- 
ments. 


Axe-Houghton Fund B 
Tops $100 Million 


Axe-Houghton Fund B appropriately 
marked its 20th anniversary at the end of 
October by passing the $100 million 
milestone. Indicative of the dynamic 
growth of the well-managed mutual, only 
ten years ago net assets were a mere $2 
million. Shares outstanding have risen 
from 403,000 in 1948 to almost 13 mil- 
lion, 


The successful growth of the fund is 
due in no small measure to the efforts of 
the Investors Planning Corporation 
which distributes the Axe fund primar- 
ily through periodic investment plans. 
The mutual fund’s per share asset per- 
formance likewise has been outstanding. 
According to our principal index, an ap- 
preciation of 211.1% is indicated from 
the base date of December 30, 1939 up 
to September 30, 1958, higher than that 
for any other balanced open-end com- 
pany in the analysis. 


A A A 


@ Dr. Bertrand Fox, Director of Re- 
search at Harvard Graduate School of 
Business Administration, has received 
a leave of absence to direct the three 
year study by the Commission on Money 
and Credit on the functioning of public 
and private banking and non-banking 
financial institutions. 





MEMOS OF THE MONTH 
(Continued from page 1044) 


My reason for favoring (2) or (°) 
over (1) are: 

a. Business recovery is in its ear y 
stages and has further to go. 

b. The prime rate will probably re. 
main at 4% until business gets decided) 
better. 

c. A major war is not anticipated. 

d. The utilities are in a period of 
growth and expansion. 

e. Railroad earnings in 1959 should 
surpass those of 1958. 

f. With a steadier price index, wage 
demands should be tempered. 

g. Continuing demands for construc- 
tion. 

h. Increase in personal income. 

i. Increase in gross National Product. 

j. Increase in product demand due to 
population growth. 

k. Demand for investment by pension 
funds, mutual funds, institutions and 
individuals. 

1. An unduly large short interest. 


Waxpo M. ALLEN 
MITCHELL, HUTCHINS & CO. 


A A A 


Favorite Fifty of Mutual Funds 


The first five companies, ranked by 
dollar value, in the Vickers Brothers, 
Inc., analysis of the favorite fifty stocks 
among 60 closed-end investment com- 
panies and over 190 mutual funds were 
the same at June 30, 1958 as at the 1957 
year-end. The order changed, however. 
Market appreciation brought Interna- 
tional Business Machines into first place 
formerly held by Standard Oil (N. J.) 
which now ranks third. Texas Co. moved 
up to second from third. U.S. Steel and 
Gulf Oil held at fourth and fifth place 
respectively although U.S. Steel holdings 
are at an all-time high, having increased 
in six months by 140,000 shares. 
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PENSION and PROFIT SHARING DIGEST 


HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


COUNTRYWIDE VARIATIONS IN CORPORATE TRUSTEES’ FEES 


HE INVESTMENT OF A PENSION OR 
T profit-sharing fund is not the sine- 
cure it used to be when government 
bonds constituted the major portion of 
the investment portfolio. In fact com- 
petition between corporate trustees is 
now based on the yield and capital ap- 
preciation they can achieve rather than 
on how cheaply they can provide their 
investment services. It is thus no sur- 
prise to find that trustees’ fees for in- 
vestment management of a pension fund 
vary widely. No doubt the trustees with 
the higher fees claim that these are a 
measure of the superior investment 
“know how” of their trust officers in 
comparison with that of their competi- 
tors. This is the kind of argument ad- 
vanced by attorneys — and actuaries — 
when a client protests that a fee is above 
the market average: the know-how and 
service are also exceptional! And some- 
times the claim is true! 

However, even though we are _ pre- 
pared for wide variations, it is of in- 
terest to study the actual figures of 
trustees’ fees across the country. Ken- 
nedy Sinclaire, Inc., the well-known bank 
advertising and promotion firm has 
once again provided the necessary data. 
Starting in 1952 this firm has made an 
annual “Survey of Fees Charged by 
Trustees under Pension and Profit-Shar- 
ing Plans” and the 1958 edition has re- 
cently become available.* 


The New Survey 


‘he 1958 Survey is based on 163 re- 
plies from banks located in 141 cities. 
This is a substantial reponse but it is 
on'v a small fraction of the 793 question- 
na res that were originally mailed out 
by the Sinclaire firm. There is thus 
gi ind for suspicion that the fees re- 
po ‘ed are biased in the sense that an 
“U representative” group of banks may 
he e chosen to reply. This possibility 
n' st be kept in mind when studying the 
stics and comments given below. 
he Survey summarizes each bank’s 
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reply in six columns. The first two show 
the fees for the investment management 
of pension and profit-sharing plans, re- 
spectively, and the third column cites 
the minimum fee the bank is prepared 
to accept for these duties. In the last 
three columns are set forth, respective- 
ly, the charges for checks to pensioners, 
handling individual insurance policies 
issued in connection with a trust, and 
keeping employee records in profit-shar- 
ing plans. 


Investment Fees 


In the vast majority of cases a bank 
does not differentiate between its invest- 
ment fees for pension and profit-sharing 
funds. And although the minimum fee 
reported goes as high as $500 and as 
low as $50 only one bank stated it to be 
“flexible,” an answer, which, we _ sus- 
pect, really applies to most banks irre- 
spective of their declared policies. 

We may thus turn to the first column 
of the Survey to discover the fees charg- 
ed by banks for the investment man- 
agement of pension and _ profit-sharing 
funds. A few banks quote these fees as a 
percentage of the income of the fund 
but the majority base their fees on its 
market value. Considering only banks 
in the latter category the table shows the 
fees for funds of three different sizes, 
namely $100,000, $500,000 and $1 mil- 
Although the Survey separates 
banks according to eight geographical 
subdivisions we have summarized the re- 
sults in three categories and have quoted 
the fees to the nearest $25, $100 and 
$200, respectively. 

There is a widespread feeling that the 
New York banks are charging lower fees 
than the rest of the country. Judging by 
the Kennedy Sinclaire Survey the New 
York and the Mid-West trustees’ fees are 
closely comparable though it is possible 
that the grouping of all banks in the 
Middle Atlantic area may have con- 
tributed to this result. The trustees out- 
side these two industrial centers match 
the New York and Mid-West trustees on 


lion. 


the small cases but their average fee is 
higher on the $1 million fund. It may be 
wondered how many of the 19 “other” 
trustees who quoted fees of $3,800 and 
over for the management of $1,000,000 
have actually had to deal with funds of 
this size. 

But although the average fees in the 
three geographical subdivisions are 
broadly similar this is not true of indi- 
vidual trustees. Thus the “cheapest” 
trustee reporting from the Middle Atlan- 
tic or the Mid-West will undertake to 
administer a $100,000 fund for $250 
(i.e. 14 of 1%) whereas there is a trus- 
tee outside these areas who is prepared 
to do this work for $150. On the other 
hand the most the Middle Atlantic banks 
will charge for a $100,000 fund is $500 
but this fee is doubled by one trustee in 
the third (“other”) category. Similar re- 
marks apply in the case of the larger 
funds: the variability of trustees’ fees, 
though not their average value, is greater 
outside the urban concentrations of the 


Mid-Atlantic and Mid-West. 


Pensioners’ Checks 


When it comes to mailing checks to 
pensioners most banks seem to have 
settled down to a fixed charge of 25 
cents a check, though some mail a cer- 
tain number each month without charge. 
However, a few banks have kept to the 
old 10 cent charge and some require 40 
or 50 cents per check. 


Policy-handling Charges 

Charges for handling insurance poli- 
cies held under a pension (or profit- 
sharing) trust are too varied to sum- 
marize here. A typical schedule is $5 for 
each of the first 100 policies, $3 each 
for the next 200 and $2 for each policy 
over 300. But many banks charge a flat 
$5 fee per policy and one quotes $10 a 
policy — but we are not told how many 
clients it has obtained. 


Profit-sharing Records 
As to the charges made for keeping 
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TRUSTEES’ CHARGES FOR KEEPING 
INDIVIDUAL PROFIT-SHARING 


RECORDS 
(100 employees) 

Fee Mid-Atlantic* Mid-West}? Other 
| ee rn 2 1 6 
i eee 1 

100 - 2 2 8 

150 1 1 5 

200 5 4 12 

eae 4 2 4 

ae 3 11 

350 3 2 

400 2 

500 a 6 10 

600 I 

25 18 58 
mean 2. $258 $303 $241 





individual profit-sharing records, here 
again the averages in our three geo- 
graphical subdivisions are not far apart. 
But the variability is enormous, the 
charge for a 100-member case running 
from zero (meaning that the work is in- 
cluded in the investment fees discussed 
earlier) to $600. Many banks are can- 
didly uninterested in this type of work 
and their fees reflect this. However, with 
the growing availability of punch-card 
machines a $5-a-head charge for profit- 
sharing records should be a profitable 
sideline for a trust department. 


SOCIAL SECURITY CHANGES 
IN ENGLAND 
2 ENGLAND THE TWO MAJOR POLITI- 

cal parties are vying with one an- 
other in the social security field. The 
Labour scheme — as it is called — pro- 
posed steep increases in employer and 
employee contributions (particularly the 
former) and used part of the resulting 
surplus to increase pensions for those 
already on the rolls. The balance of the 
surplus was to be used in equity invest- 
ments with the result that the govern- 
ment would eventually play a major part 
in industrial policy. 

The Conservative government’s “an- 
swer’ to these proposals is a “white pa- 
per” entitled: Provision for Old Age. Al- 


though it avoids the “socializing” con- 
cept of the Labour Party’s scheme it 
contains a number of features just as 
repugnant to actuarial opinion. Thus, 
although pensioners are not to receive 
any immediate increase in benefits and 
the proposed increase in contributions 
is only to affect the employees who pay 
them — and the longer the payment the 
greater the increase in pension, there 
has been a complete abandonment of 
“actuarial balance” for the new entrant. 
For example, whereas under the existing 
set-up the employer-employee contribu- 
tions for a new entrant of 16 would, on 
the average, eventually balance out 
against the pension and other benefits 
paid to him, it is now proposed only to 
see that the income under the scheme 
will always equal or exceed the outgo. 
This means that, in comparison with the 
existing scheme, there will be an annual 
“net saving to the taxpayer” of 100 mil- 
lion pounds sterling in the near future 
increasing to about four times that 
amount in twenty years’ time. This “sav- 
ing” is not, of course, a real saving in 
comparison with the existing system and 
there is considerable danger that it will 
be absorbed in “politically desirable” 
upward revisions of pensions in actual 
course of payment at appropriate epochs 
in the years to come. 


The proposed year-to-year balance of 
income and outgo is similar to the fi- 
nancing under our own social security 
system. The British scheme is also com- 
ing into line with this country in other 
respects. For example, it is proposed to 
levy an 814% employer-employee con- 
tribution on all wages up to 15 pounds 
a week and to vary pension benefits. 
Thus, whereas the existing scheme pro- 
vides a fixed pension of two-and-a-half 
pounds a week to the single individual 
irrespective of earnings, the new pro- 
posal is to give him a pension of about 
30% of pay up to the 15 pound limit — 
almost as high a percentage as under the 
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U. S. system — some 50 years hence! It 
is intended that pensions on earnings in 
excess of 15 pounds a week should be 
supplied by private pension plans. 





TRUSTEES’ FEES ON FUNDS OF 
DIFFERENT SIZES 
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Trost HigHticuts rRoM FPRA 


Taxes — Insurance Trusts — Pensions — Valuation — New Business 


) EPRESENTATIVES OF THE TRUST De- 
R velopment departmental of the Fi- 
nancial Public Relations Association* 
elected at the Philadelphia convention 
last month are: Departmental Chairman: 
David M. Neill, assistant trust officer, 
American Commercial Bank, Charlotte; 
Program Chairman: John Barry Hub- 
bard, trust officer, Fort Worth National 
Bank; Bulletin Editor: Kenneth I. Todd, 
trust officer, Valley National Bank, 
Phoenix. 

The first session of the departmental 
on Monday afternoon featured an ad- 
dress by Robert L. Hines, Charlotte at- 
torney, who suggested many opportuni- 
ties for new trust business arising out 
of “Important Decisions and Rulings in 
the Estate Planning Field Affecting 
Trust Business Today.” (See p. 1023.) 


Life Insurance Trusts 


On Tuesday morning two speakers 
discussed “Life Insurance Trusts.” The 
history of this kind of trust was traced 
by Rollin B. Mansfield, vice president, 
First National Bank of Chicago. The 
life insurance trust with a “pour-over” 
will is now coming back into favor, he 
said, with the rights in the policies 
(which do not have to be on the life 
of the trustor) retained by the latter 
during his life. The policies may be held 
by the bank, but currently Chicago 
banks prefer to leave them with the 
owner — especially since there is no fee 
until after death. The life insurance 
trust is set up to receive additional 
property which may be first the excess 
of the estate over the marital deduction 
share, and later, perhaps, the wife’s 
estate at her death. 

The speaker expressed a preference 
for working with customers who are 
young men and “comers.” Their wills 
can be changed as their assets grow, 
still utilizing the original — or amended 
— trust. The problem of determining 
the recipient of the insurance proceeds 
has been gradually simplified and now 
the policy is usually made payable to 
the trustee.+ There are still problems 
about the “pour-over.” The trust should 





“lor report of elections of Association officers 
an’ preliminary summary of the highlights, see 
Oc ober issue, p. 981. 


‘Cf. Seott and Trachtman in T&E, March, p. 
189 and May 1958, p. 416. 
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JOHN W. HEDDENS 


DAviID M. NEILL 


Mr. Neill succeeds Mr. Heddens, trust officer of 
Continental Illinois National Bank & Trust Co. of 
Chicago, as Trust Departmental Chairman. 


be in existence before the will is signed, 
even if modified later. Some think it 
does not come into existence until some 
money changes hands. In Illinois the 
pour-over to a revocable trust was vali- 
dated by a court decision some years 
ago. 

If a marital deduction trust is cre- 
ated, as well as an insurance trust, 
many lawyers think both trusts should 
include the marital deduction “formula.” 
The arrangements of both trusts should 
be such as to make for the lowest total 
tax liability. Failure to revise the will 
when the insurance trust is modified 
may cause trouble, hence it is wise to 
flag the insurance trust to make sure 
the will is reviewed every time there 
is a change. 

It is possible to include in trusts a 
provision that allows the trustee at any 
time to combine two or more trusts held 
for the same purpose and beneficiaries. 
Sometimes it makes a difference which 
trust is the recipient because of ultimate 
termination dates. For this reason Mr. 
Mansfield preferred the specific “pour- 
over” to a general combination instruc- 





Rollin B. Mansfield, vice president of the 

First National Bank of Chicago, addresses a 

trust development meeting. Seated is Robert 

A. Alston, vice president, Hamilton National 
Bank, Chattanooga, Tenn. 





tion. The insurance trust, on the whole, 
is good business for the bank and a 
benefit to the customer, he said, as well 
as being better for the lawyer. 

Discussion brought out the opinion 
that the trustee generally does not have 
opportunity to exercise settlement op- 
tions, especially as that would seem to 
be in conflict with the reasons for set- 
ting up a trust and is not permitted by 
most insurance companies. Where spe- 
cial conditions make it advisable, how- 
ever, sometimes it can be arranged. 

Changes in the policies made by the 
trustor are not considered modifications 
of the trust. Termination of the trust is 
usually measured by lives in being at 
the time the trust is set up rather than at 
the time of death. Banks differ on the 
subject of charging an acceptance fee, 
even among competitors in the same 
city. Asked what proportion of life in- 
surance trusts actually mature, the 
speaker said “About the same as wills 
— 20% to 30%.” 

Copies of the Wisconsin statute on 
“Trusts Created by Life Insurance” were 
distributed to the audience by the next 
speaker, Raymond W. Jones, vice presi- 
dent, First Wisconsin Trust Co., Mil- 
waukee. He explained that corporate 
fiduciaries, members of the Bar and 
home offices of Wisconsin insurance 
companies had worked together in 
preparation of this 1957 law permitting 
the designation of a testamentary trus- 
tee of the proceeds, and experienced no 
difficulty with the legislature. With 
young people who have chiefly life in- 
surance assets probably the usual inter- 
vivos life insurance trust would be usea, 
the speaker said, but for the owners of 
larger estates the testamentary trust is 
preferred. 

A questionnaire sent by Mr. Jones 
to one trustman in each state elicited 
34 replies. These all said their states 
have no statute similar to Wisconsin’s, 
17 said it would be desirable, only one 
said it would not be desirable. Thirty- 
two respondents said their state has no 
statute prohibiting naming a testamen- 
tary trustee for life insurance proceeds, 
but 15 thought it would be risky. Asked 
about difficulties with life insurance 
forms, Mr. Jones said that as soon as 
home offices were informed about the 
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new statute there was no trouble. New 
forms were forthcoming where needed. 


Employee Welfare Plans 


The Tuesday afternoon session on 
employee welfare plans got under way 
with an “off the record” address by 
Denis B. Maduro, New York attorney, 
on “Income and Estate Tax Conse- 
quences of the Various Pay-Out Ar- 
rangements Available Under Qualified 
Pension and Profit-sharing Plans.” 

“Welfare Funds as a Source of New 
Business” were next discussed by Wil- 
liam F. Delafield, vice president of First 
Pennsylvania Banking & Trust Co., 
Philadelphia, who limited his talk to 
multi-employer funds. These got their 
real start in the construction industry 
during the Korean War wage freeze. 
The recent trend is toward increased 
hospitalization protection, a larger 
amount for dependents, larger employee 
participants and a greater application to 
periods of lay-off. In some industries the 
men will work for as many as six em- 
ployers in one year. The trustee must 
keep track of both the man’s and the 
employers’ contributions. 


The Pennsylvania Company got into 
this business some years ago when ap- 
proached by a union, Mr. Delafield said. 
Today the Company has two men soli- 
citing this type of business, one to cover 
the unions and one to visit employers. 
Experience has shown that unions tend 
to be suspicious of a man who calls on 
both. Third party influence is also culti- 
vated. The bank never recommends in- 
stalling a plan, but where there is one, 
it seeks to be the administrator. Solici- 
tation stresses freeing the business from 
the necessity of setting up a new depart- 
ment, the advantages of the modern, effi- 
cient equipment offered by the bank, 
safety against surcharge, the general 
benefits of working with a specialist, 
the continuity of administration, and the 
impartiality of a third party administra- 
tor. As a result, Pennsylvania Company 
now manages 24 plans covering 28,000 
employees, with annual contributions of 
$4.5 million ($3.1 million are paid out 
for insurance premiums). The biggest 
competition is from the unions them- 
selves, which like to keep these funds in 
their own hands. 


The bank administrator works under 
an agency relationship rather than a 
trusteeship. The type of agreement used 
sets forth in a letter the duties and the 
fees, including additional compensation 
for additional duties. The work involves 
preliminary organization, collection of 
contributions, reminder letters to late 
contributors, maintenance of records for 





each member and for the trustees, aid 
the computation and payment of insi r- 
ance premiums. In some instances tiie 
bank acts as recording secretary for tie 
trustees’ meetings. 


Advantages for the bank arise in the 
form of investment accounts for accumu- 
lated reserves, cash balances, substan- 
tial fees, and trusteeships for pension 
funds. New developments in the ficid 
include industry funds, apprentice funds, 
and probably will include supplemenial 
unemployment payment funds. Among 
the collateral benefits are these: a) em- 
ployees think of the administrator as 
their bank; b) new savings accounts are 
opened, often in connection with death 
benefits; c) investment agency accounts 
for other union funds; d) deposit ac- 
counts; e) management of plans for 
salaried employees; f) good publicity; 
and g) contacts with additional “third 
parties.” 


= 


The disadvantages include a) _ the 
need for volume to obtain profits; b) 
the failure of some employees to under- 
stand the terms of the plan and hence a 
resentment against the requirements: 
c) the complexities of administration; 
d) the failure of trustees to act to- 
gether; e) the possibility of ignorance 
as to who the trustees really are; f) 
occasional embarrassment arising from 
the type of person coming into the of- 
fice; and g) the possibility of unfavor- 
able publicity. 

The potential of this field is enhanced 
by the new disclosure bill which will 
undoubtedly lead some employee-em- 
ployer groups to select banks as ad- 
ministrators. Some companies are likely 
to add pension plans and SUP plans. 
The Jenkins-Keogh program for self- 
employed pension plans may lead to 
more business, if enacted. 

Any bank considering this type of 
business should first explore the market 
and consider the disadvantages, Mr. 
Delafield said. If it then wants to pro- 
ceed, it should create the necessary 
facilities and set compensatory fees. 


Stock of Close Corporation 


The Wednesday session concentrated 
on the “Valuation of Close Corporaton 
Stock,” with John H. Zebley, Jr., C.P.A., 
of Philadelphia carrying the ball. This, 
he said, is one of the most difficult 
aspects of estate valuation and one on 
which the Federal and Stat> authorities 
will always want additional data in sup 
port of the executor’s conclusions. Like 
gift taxes, there is disagreement in e\ ery 
instance, but most cases are settlec in 
conference. 

Among the factors to be considere! in 
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making such an evaluation are the na- 
ture of the business, the economic cli- 
mate, earnings, market price of shares 
of similar companies, and the effect of 
the loss of the decedent’s personality and 
knowledge. The only value of a business 
is ior future income, which may be de- 
rived by operating or by selling. Past 
or present earnings are useful only if 
the business is expected to continue and 
they are usually studied over a 5-year 
period except in cases where there is 
practically no fluctuation. Capital gains 
and losses can be ignored if exceptional, 
but if these are a regular experience, 
they should be taken into account. 
Where increases of earnings occur, the 
cause should be studied — expansion, 
research, economic conditions or some- 
thing else. In some cases a period of 20 
a complete business cycle 
should be studied. Consideration should 
be given to possible loss of customers or 
of patents. 


years or 


The net book value of a company 
should be considered along with other 
methods of establishing vale, one im- 
portant question being whether land and 
buildings are worth more or less than 
book value. The collectability of amounts 
advanced to employees, 
members of the family must be investi- 
gated. Proceeds of life insurance policies 
on the lives of officers and key person- 
nel should be added to the value, if pay- 
able to the corporation. There may be 
a difference between a going-concern 
value and a liquidation value, and pri- 
vate sales of stock may have a bearing 
on value if sufficient in number and 
without pressure from either side. 


officers. or 


With respect to good will, Mr. Zebley 
outlined four methods of capitalization. 


Comparison with other corporations 
is a process closely watched by revenue 
officers. Only truly comparable com- 
panies should be used, taking into con- 
sideration the trend of earnings, capital 
structure, and other factors as well as 
the general nature of the business. Five 
year averages should be obtained. This 


} method involves a lot of work and may 


be handiesnned hw an insufficient num- 
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ber of companies or their refusal to 
give out the needed information. 
Answering questions from the floor, 
Mr. Zebley said that he did not know 
of cases where the same stock was val- 
ued differently in different districts, but 
it did happen in different states. The 
fair value of real estate, he advised, 
should be supported by a real estate ap- 
praisal as well as capitalization of in- 
come and any possibility of an im- 
mediate sale. The method of valuing in- 
ventory should not be changed for dif- 
ferent years — even though some years 
represent lower costs — because special 
permission must be obtained to change 
and rechange the method. Asked whether 
the gift value of closely held stock — 
if it has not been challenged —will 
stand for the estate tax, Mr. Zebley 
said one cannot count on it. A real ap- 
praisal job with supporting evidence is 
needed. In this connection a Texas trust- 
man observed that in his experience, 
where the gifts of oil royalties were 
made from the same donor to the same 
donee (and from the same oil field), the 
tax authorities required complete new 
engineering studies to be made. 


Three Trust Topics 


The final trust session on Thursday 
morning covered three topics. The ques- 
tion of how far to go in the solicitation 
of the estate business of intestate cus- 
tomers was presented by John Barry 
Hubbard, trust officer of Fort Worth 
National Bank. After pointing out that 
it is better to make sure that your cus- 
tomers have wills, and assuming that 
the hypothetical estate would be profit- 
able to manage, Mr. Hubbard suggested 
that the bank’s relation with the de- 
cedent’s attorney might well be the de- 
termining factor in the decision. Some 
states, he observed, are not clear as to 
whether the lawyer will get one or two 
fees if he acts both as executor and as 
attorney for the estate. He warned 
against the probable condition of estates 
where everybody wants the bank to act, 
and raised the question whether it is 
better to seek appointment as admini- 
strator or as agent. 





At FPRA trust develop- 
ment (left to 
right): Sinclair Harcus, 
B. C. Allen, Jr., and John 
Barry Hubbard. 
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General discussion brought out the 
idea that the bank as a fiduciary can 
save the widow the cost of being bonded 
and also that acting in an advisory 
capacity might bring the accusation of 
practicing law, hence it might be better 
for the bank to serve as administrator. 
A Chicago trustman commented that the 
bank should look ahead to the future 
business that might be obtained from 
the family. “New business is where you 
find it,” and since most people act from 
fear rather than education, the results 
of handling an intestate estate — espe- 
cially if the intestacy vitiates the dece- 
dent’s known intentions — may appear 
in the form of very good business with 
the surviving family. It was said that 
70% of the residents of Cook County, 
Ill., die intestate, but nobody had a 
figure applicable to bank customers. The 
suggestion was made that cooperation 
with the commercial officers and an ap- 
proach to the heads of business firms 
would be productive of many more wills 
naming the bank. 

“Farm interests” were discussed by 
B. C. Allen, Jr., trust officer, Branch 
Banking & Trust Co. of Goldsboro, N. 
C., whose bank has three full time farm 
men. In North Carolina one of the obli- 
gations of an executor is to complete 
the year’s production on any farm 
owned by the estate. Some eight trust 
men present said they worked in areas 
where farms were a dominant factor in 
trust business. There was general agree- 
ment that this work can be profitable. 
Goldsboro charges were quoted as 5% 
of gross landlord’s receipts. 

A trust department in Lubbock, Tex., 
set up a farm section, made a study of 
all non-resident owners, approached 
them for business and received many 
agency appointments. The bank was 
able to increase income for owners any- 
where from $5,000 to $30,000 a year, 
and to earn a good profit for the bank. 

A Delaware representative reported 
diversified farming with resident owners 


as typical of his state. Many of these 
people are wealthy. His trust department 
had not solicited farm business because 
it would entail hiring farm specialists, 
but a Chicago trustman said his bank 
hired specialists and made a charge over 
and above the cost of the specialist. 
The important thing, he said, is to get 
adequate powers written into the will. 

Anchor man on the three man panel 
of this session was Sinclair Harcus, as- 
sistant trust officer, Manufacturers Na- 
tional Bank of Detroit, who presented 
seven form letters as suggested material 
for following up customers whose wills 
are on file with the bank. No. I simply 
acknoweldged receipt of the will for 
safekeeping and gave the name of the 
officer who from time to time would be 
in touch with the customer for will re- 
views. No. II is a similar letter to people 
who have not placed the will in the 
bank’s file but have sent notification 
of the appointment. No. III is a periodic 
letter (once every two or three years) 
stating that the will is still in safekeep- 
ing and the writer knows of no reason 
at the time to recommend changes. No. 
IV is a similar periodic letter to those 
who have notified the bank but have 
not filed their will. It encloses a return 
form (and envelope for privacy) to in- 
dicate whether the original will is still 
in effect or has been replaced, and 
whether there is any change of address. 
No. V is a letter to attorneys who gave 
notification of the bank’s being named 
in a client’s will, and asks the same 
questions as to whether the will is still 
in effect. No. VI is a form for offering 
other trust services to a customer who 
has appointed the bank in his will. This 
letter, sent by the speaker to six cus- 
tomers, brought three replies and im- 
mediate business valued at over $1,000,- 
000. No. VII is an alternate form of 
inquiry as to the present status of wills 
naming the bank, and whether the cus- 
tomer thinks the will should be re- 
viewed. 
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Discussion revealed that none of t!:ose 
present had a plan for trying to up. 
grade contingent appointments. The 
danger of revealing to a wife the terms 
— or even the existence — of a will she 
might not have been told about \ ere 
cited by several. Two men said their 
banks always work through the attorney 
first to avoid embarrassing situations, 
and one of these puts under control only 
wills of $1,000,000 or more to avoid 
being swamped by will review appoint- 
ments. This institution handles will re- 
views not through regular administra. 
tive or new business officers, but by a 
special group within the new business 
department. Another and simpler follow. 
up mentioned was to put all will cus. 
tomers on the mailing list for a regular 
trust mailing piece. 


Bonus Clinic 


A new feature of the convention — 
and an outstanding success — was the 
“Bonus Clinic” held on Monday evening. 
This was a free-for-all quiz show with 
the audience asking the questions and 
the answers coming from a panel of ex- 
perienced men. More than 400 people 
crowded into the room and the ques- 
tions covered the whole range of bank 
public relations. Interest and enthusiasm 
was so great that an on-the-spot decision 
was made to duplicate the program at 
future conventions. 

The skilled moderator of this meeting 
was Jordan Crouch, FPRA’s 3rd (now 
2nd) vice president and vice president 
of First National Bank of Nevada, Reno. 
Members of the “Panel of Experts” 
were: Merrill Anderson, president of 
Merrill Anderson Co., New York; Rob- 
ert Lindquist, vice president of Harris 
Trust & Savings Bank, Chicago; Philip 
K. Barker, president of ThriftiCheck 
Service, Inc., New York; L. L. Mat- 
thews, president of American Trust Co.. 
South Bend; Victor Cullin, vice presi- 
dent of Chicago Title & Trust Co.:; Rob- 
ert W. Sparks, executive vice president 
of Bowery Savings Bank, New York: S. 
H. Chelsted, president of Thriftimatic 
Corp., New York; and I. I. Sperling. 
vice president of Cleveland Trust Co. 


A AA 


CASNER SPEAKS AT BANK ForRUM 


Professor A. James Casner of the 
Harvard Law School spoke on “Estate 
Planning — Significance of Selected 
Provisions in Final Federal Estate Tax 
Regulations,” at a meeting on November 
3, sponsored by the National City Bank 
of Cleveland. William L. West, vice 
president in charge of the trust depart- 
ment presided. 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


SAN FRANCISCO—J. Van Amerongen appointed trust offi- 
cer and assistant secretary, at AMERICAN TRUST Co. 


SAN FRANCISCO—CRrROcKER-ANGLO NATIONAL BANK gave 
the following the new title of asst. trust investment officer: 
Albert Granucci, Edward Lutley and George Roemer. Gran- 
ucci joined the bank in 1938, and is a graduate of the bank 








GEORGE ROEMER 
San Francisco 


rf 


EDWARD LUTLEY 
San Francisco 


ALBERT GRANUCCI 
San Francisco 


management course at U. of California Extension. Lutley, 
graduate of San Mateo Junior College, attended U. of Cali- 
fornia and joined the bank in 1936, Roemer is a graduate of 
U. of California, 1950. 


COLORADO 


COLORARO SPRINGS—Carl T. Fisher, an assistant bank 
examiner for the Federal Reserve Bank of St. Louis, named 
executive assistant with the trust department of EXCHANGE 
NATIONAL BANK. A graduate of U. of Kansas Law School, 
Fisher has a bachelor’s degree from Northeast Missouri State 
Teachers College. 
CONNECTICUT 

WATERBURY—Charles F. Hall elected trust investment 
officer at COLONIAL TRUST Co., having formerly been asst. 


trust officer at SECURITY-MUTUAL BANK & TrusT Co., St. 
Louis. 


FLORIDA 


EUSTIS—George A. Hoop, Jr., formerly trust officer of 
BARCLAY-WESTMORELAND TrRusST Co., Greensburg, Pa. (now a 
branch of Mellon National Bank), named trust officer of 
First STATE BANK & TrusT Co. He will take over the duties 
of George W. Anderson who retires December 31. 


MIAMI—Pan AMERICAN BANK promoted Sanford R. Pierce 
to vice president and trust officer. Pierce joined the bank in 
January with 20 years’ experience in tax and trust work, 
ten of which were with Old Colony Trust Co., Boston. 
Pierce discussed some of the ways in which a trust depart- 
ment helps ease the burdens of tax problems and estate plan- 
ning and handling, in a TV broadcast on Miami Educational 
Channel, November 3. 

ST. PETERSBURG—Walter B. Fries appointed assistant 
to the chairman at First NATIONAL BANK. From 1952 to 
1958 he was vice president and trust officer of UNION Na- 
TIONAL BANK & Trust Co., Elgin, Illinois. 


IDAHO 


TWIN FALLS—William H. Bakes has been named head of 
the ‘rust department of Twin FALLs & Trust Co. Bakes 
holds an LLB. degree from U. of Idaho, Moscow, and a degree 
in Ihusiness from U. of Oregon. 


ILLINOIS 


CE1CAGO—ConTINENTAL ILLINOIS NATIONAL BANK & TRUST 
Co. elected the following in its trust department: promoted 
from trust officers to second vice presidents: Alfred P. 
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Haake, Jr. and Lyle F. Veitch; from assistant secretary 
to trust officer: D. Gordon Fithian; newly elected assistant 
secretaries; Earl W. Lueders and M. James Termondt. 


CHICAGO—Miss Corinne C. Beck named trust officer of 
COSMOPOLITAN NATIONAL BANK. 


INDIANA 


MT. VERNON—Ausburn T. Stephens succeeds Edward F. 
Bamberger at PEOPLE’S BANK & TRUST CoO., as assistant secre- 
tary and trust officer, upon the latter’s resignation after 50 
years of service as director and secretary. 


IOWA 
DES MOINES—Lewis C. Cobb, Jr., promoted to asst. trust 
officer at IowA-DES MOINES NATIONAL BANK. A graduate of 
Grinnell College and College of Law of State U. of Iowa, 
Cobb has been an estate administrator in the trust depart- 
ment the past two years. 


DUBUQUE—First NATIONAL BANK appointed Lloyd M. 
Faust as trust officer. Formerly with COMMERCE TRUST Co., 
Kansas City, Missouri, Faust attended U. of Oregon, Stan- 
ford U. and U. of Kansas where he received a law degree. 
He was associate professor of finance at U. of Kansas where 
he taught investments, insurance and corporation finance. 


MASSACHUSETTS 
BOSTON—Arthur L. Coburn, Jr., 
elected chairman of the Trust Com- 
mittee of OLD CoLONY TRusT Co. Asso- 
ciated with the First National Bank 
of Boston and its affiliates since his 
graduation from Harvard in 1924, 
Coburn is vice president of both the 
Bank and Old Colony, as well as direc- 
tor of the latter. Since 1950 he has 
been chairman of the Trust Invest- 
ment Committee. 
Retiring as chairman of the Trust Committee is T. Jeffer- 
son Coolidge, who continues as a director. Coolidge served 
as Under Secretary of the Treasury from 1934 to 1936. 





ARTHUR L. COBURN, JR. 


MINNESOTA 


MINNEAPOLIS—Alexander J. Kraemer promoted to vice 
president in the trust department at NORTHWESTERN Na- 
TIONAL BANK; Warren F. Weck, Jr. and Alfred Sedgwick, 
Jr., to trust officers and assistant secretaries; and Robert 
W. Colbert to asst. trust officer. Kraemer began with the 
predecessor Minnsota Loan & Trust Co., and is past presi- 
dent of the Corporate Fiduciaries Association of Minnesota. 
Sedgwick received a B.S. from Yale in 1950 and an LL.B. 
from U. of Minnesota in 1953. Colbert, formerly with the 
legal department of Northland Greyhound Lines, received 
an LL.B. degree from U. of North Dakota in 1950. 


MISSOURI 


ST. LOUIS—William A. Brickenkamp has resigned as senior 
vice president and trust officer of LINDELL Trust Co. to be- 





SANFORD R. PIERCE 
Miami 


A. J. KRAEMER 
Minneapolis 
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come executive vice president of Big Bend Bank, Webster 
Groves, Missouri. 


ST. LOUIS—Tower GRovE BANK & TRusT Co. appointed 
Herbert W. Waltke, Jr., an asst. trust officer. Waltke has 
been in trust investment work since graduation from St. 
Louis U. in 1949. 


NEW JERSEY 


HACKENSACK—At PEoPLEs TrusT Co. OF BERGEN COUNTY, 
Fred W. Ohmes has been named vice president in charge of 
the trust department as of June 1, 1959, coming from CITY 
BANK FARMERS TRUST Co., New York, where he has been 
vice president since 1954. A. Nye Van Vleck elected a direc- 
tor and special consultant to the trust department, formerly 
having been with GUARANTY TRUST Co., New York, as senior 
vice president in charge of the fiduciary department from 
1942 until his retirement in 1955. Oreste L. Cassi, Jr., vice 
president and trust officer, will retire December 31. 


OHIO 


EAST LIVERPOOL—First NATIONAL BANK advanced 
Robert E. Boyce to president, succeeding the late T. H. 
Fisher, and J. A. Reaney to chief administrative officer in 
addition to executive vice president and trust officer. (Correc- 
tion of p. 983, Oct.) 


MARIETTA—Ira J. Fulton, chairman, and George W. Lans- 
ley, trust officer, have retired from PEOPLES BANK & TRUST 
Co. 





tok tk 


TOLEDO—Robert L. Knight, head of 
the trust department, elected executive 
vice president of OHIO CITIZENS TRUST 
Co. Also in the trust department, Wil- 
liam S. Miller, Robert A. Bower and 
Benedict J. Smith elevated to vice 
presidents. 





ROBERT L. KNIGHT 





PENNSYLVANIA 


HARRISBURG—At DAUPHIN DeEposit Trust Co., Harper 
W. Spong retired as president to become board chairman, a 
new post. Succeeding him as president is Clinton L. Keister. 
Norman A, Sheesley advanced from vice president and trust 
officer to senior vice president in charge of trusts. Keister 
was made a trust officer and vice president in 1927, and is a 
graduate of U. of Pennsylvania. 


RHODE ISLAND 


PROVIDENCE—Ralph L. Fletcher, Jr., promoted to trust 
officer at INDUSTRIAL NATIONAL BANK. Fietcher is a graduate 
of Brown U., Harvard Business School and the Graduate 
School of Banking. 


TEXAS 
FORT WORTH—William B. Thompson elected vice presi- 
dent and trust officer of First NATIONAL BANK, and A. L. 
Hudson and O. H. Layton advanced to the same title; O. 
T. Youngblood, Jr., named trust officer; Shirley R. Clark, 





O. H. LAYTON 
Fort Worth 


W. B. THOMPSON 
Fort Worth 


A. L. HUDSON 
Fort Worth 


1076 








Interior of Midiand Bank’s West End Overseas Branch, opened 
last May in Piccadilly Circus,, London. Visiters from other coun. 
tries can exchange travellers cheques and currency and obtain 
advice on financial regulations which affect them and on prospects 
and methods of doing business in Britain. Appropriately, the 
materials of the building come from many nations, and _ the 
window displays inform the passer-by of the bank’s extensive 
facilities and overseas connections. 


Jr. and Paul J. Harmon, Jr., promoted to asst. trust officers 
and assistant cashiers; and Ben R. Carroll and Jack W. 
Ferrill assistant cashiers, added to the trust department 
staff and given additional titles of asst. trust officers. Thomp- 
son received his B.A. and LL.B. degrees from U. of Texas. 
Hudson attended Texas Christian U., and is a graduate of 
the School of Banking at Rutgers U. Layton attended Texas 
Wesleyan College and North Texas School of Law. 


CANADA 


LONDON—At CANADA TrRusT Co., W. H. Simms and M. L. 
Cosens, former estates officers, appointed trust officers, main 
office. At Guelph, trust officer F. E. Yake appointed mana- 
ger of the trust department, transferring from London. 


STRATFORD—J. M. Armstrong, formerly of NATIONAL 
Trust Co., Toronto, joined BRITISH MORTGAGE & TRUST Corr. 
as asst. general manager and manager of the trust depart- 
ment. Armstrong is first vice president of the Trust Com- 
panies Association of Canada. 


TORONTO—Douglas Howard joined CHARTERED TRUST CO. 
as trust officer. He practiced law for several years in the 
Province of Quebec. 


TORONTO—Ivan R. Startup and Hugh C. Boucher, trust 
consultants, appointed assistant managers of Calgary office, 
Crown Trust Co.: George F. McArthur named manager 
of the Vancouver office succeeding Cecil A. Edwards, who 
returned to private law practice. 

TORONTO—At Royat Trust Co., R. J. Wilson, asst. general 
manager and supervisor of investments at Montreal, ap- 
pointed manager at Toronto succeeding Walter Archer who 
retired after 34 years of service. H. E. Trenholme moved 
from Montreal to Toronto as manager of the pension trust 
department. J. F. Close, with the company in specialized 
investment work 16 years, appointed treasurer. P. S. H 
Brodie, estates officer at St. John, transferred to Halifax as 
assistant manager and secretary. 

TORONTO—Albert Brule appointed a trust officer at N«& 
TIONAL TRUST Co. LtTp.; S. Syrett, pension trust administra 
tor. A. M. Oswold transferred from Winnipeg to | ecome 
manager of Victoria office succeeding S. J. Crawley, 1 tired. 
TORONTO & EDMONTON—At Toronto GENERAL 7 RUSTS 
Corp., E. M. Henry (formerly of Edmonton) succeeds ‘Valte! 
Lind as estates manager, the latter retiring to enter } rivate 
law practice; D. A. Cameron made manager at Edmor -on. 
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Individuals seeking positions in trust 

departments may have free listing 

(maximum six lines). Responses to 

listings should be addressed to the 

Code number shown, care of “Trusts 

and Estates,” for forwarding to ap- 

plicant, The magazine cannot under- 
take to answer inquiries. 

Operations officer, early thirties, 10 
years experience in all phases of trust 
operations, including IBM, as well as 
trust administration. College graduate. 
Desires post as operations officer with 
progressive bank. Will relocate. 810-1. 


Investment advisor and analyst with 
NYSE firm, 32, college graduate with 
graduate study in law, finance. Desires 
work in trust or investment department. 
Family man, Location no factor. 810-2. 


Insurance underwriter, with 30 years 
experience in trust work including 12 
as trust department head, with emphasis 
on public relations and new business, 
wishes to return to trust field, prefer- 
ably in East. 810-38. 


Attorney, B.B.A. (Accounting) ,LL.B., 
LL.M. (Taxation); some experience in 
pension planning, trust and estate ac- 
counting and taxation; seeks career op- 
portunity with law firm, consulting firm 
or trust department, preferably in East. 
811-6. 


Tax Attorney, 36, LL.M. (Taxation), 
experienced estate planner; former law 
professor seeks association with trust 
company, corporation or law firm. Will 
relocate. 811-7. 

Investment analyst, prepared market 
letter for brokerage house, B.S. in Eco- 
nomics, M.A. in Political Science, U.S. 
Air Force Statistical School. 811-8. 





TRUST OFFICER 


Trust Officer with administration experi- 
ence wanted by large North Carolina 
bank. At least 30 years of age. Salary 
open. Send resume and small photograph. 


Box H-811-5, Trusts and Estates 
50 East 42nd St., New York 17 








EW BUSINESS - ESTATE PLANNER - 
ADMINISTRATIVE TRUST OFFICER 


We are looking for a man between the 
age. of 35 and 40 who has had about ten 
yeas of excellent experience in trust new 
bu: ‘ness, estate planning, and trust admin- 
istr tion, Legal education desired. Must 
be able to initiate and handle new busi- 
ness and estate planning. 

W= need a man with the capabilities and 


the ambition to be a candidate for the 
h of a rapidly growing trust depart- 
m°t in a fine Midwestern city. Salary 
0: n. Replies treated in strict confidence. 


Box H-811-2, Trusts and Estates 
50 East 42nd St., New York 17 
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MERGERS, NEW TRUST POWERS 
GRANTED 


Helena, Ark. — John M. Moye, Jr., ap- 
pointed vice president and trust officer 
of the newly established trust depart- 
ment of HELENA NATIONAL BANK. 

Denver, Colo. — Consolidation of DEN- 
VER NATIONAL BANK and UNITED STATES 
NATIONAL BANK into DENVER UNITED 
STATES NATIONAL BANK was approved 
by stockholders, effective at the close of 
business December 31, 1958. The new 
bank will have the largest capital struc- 
ture of any bank without branches in 
the Rocky Mountain West, with total re- 
sources over $280 million. Stewart Cos- 
griff, president of the Denver National, 
will become chairman of the board and 
cheif executive officer of the new bank. 
Roger D. Knight, Jr., president of U. S. 
National, and Neil F. Roberts, executive 
vice president, will occupy the same re- 
spective posts in the consolidated insti- 
tution. 

Hartford & Torrington, Conn. — Mer- 
ger of HARTFoRD NATIONAL BANK & 
Trust Co. with TORRINGTON NATIONAL 
BANK & TrRustT Co. became effective Octo- 
ber 31, under the name of the former. 

Washington, D. C.—Merger of LIN- 
COLN NATIONAL BANK into Riccs Na- 
TIONAL BANK has been approved by 
stockholders, after court delays due to 
opposition by some Lincoln interests. 
Richard A. Norris, president of Lincoln, 
will become executive vice president. 

Natchez, Miss. — City BANK & TRUST 
Co. established a trust department un- 
der the direction of Sessions A. Hootsell, 
advanced to vice president and trust offi- 
cer. 

Elizabeth, N. J. — NATIONAL STATE 
BANK of Elizabeth purchased the PEo- 
PLES BANK & TrusT Co. of Westfield. 

Newark, N. J. — FEDERAL TRUST Co. 
of Newark merged into the NATIONAL 
STATE BANK of Newark under the lat- 
ter’s title. 

Lovington, N. M. — LOVINGTON Na- 
TIONAL BANK has been granted trust 
powers under the Federal Reserve Act. 
H. D. Schenck, a director, named trust 
officer in charge of the new department. 

Rome & Utica, N. Y. — RoME TRUST 
Co. became a branch of ONEIDA Na~- 
TIONAL BANK & TRusT Co. of Utica, on 
consolidation, and will be operated as a 
branch. Harold V. Clayton, president of 
Rome Trust, became a vice president and 
trust officer of the merged institution. 

Wilmington & Winston-Salem, N. C. 
— WILMINGTON SAVINGS & TRUST Co. 
and WACHOVIA BANK & Trust Co. 
merged under the latter’s name, with 
the Wilmington office as a branch. 

Alliance, Ohio — Consolidation of 
ALLIANCE First NATIONAL BANK and the 
City SAvincs BANK & TrusT Co. be- 
came effective October first under the 
name of First NATIONAL CITY BANK, 
with the following officers in the trust 
department: City office: G. E. Graf, asst. 


vice president and trust officer; Mack 
Hopkins, former president, vice presi- 
dent; and Elda R. Sheehan, asst. trust. 
officer. At the main office, George F. 
Schweikart, vice president and trust offi- 
cer; and N. W. Ritzman, assistant cash- 
ier and asst. trust officer. 

Norristown & Pottstown, Pa. — Mer- 
ger became effective as of October 20 
of the NATIONAL BANK of Pottstown and 
MONTGOMERY COUNTY BANK & TRUST 
Co. under the latter name. 





TRUST SOLICITOR WANTED 
($10,000) 


Large bank in attractive, wealthy area 
near New York City wants trust new 
business officer with exceptional ability 
to meet and convince substantial pros- } 
pects. $10,000 to start. 


Box H-811-4, Trusts and Estates 
50 East 42nd St., New York 17 








TRUSTMAN WANTED 


Young man with experience in trust ad- 
ministration wanted to head and activate 
trust department in $10,000,000 bank in 
New Jersey. Starting salary $6,000. 


Box H-811-9, Trusts and Estates 
50 East 42nd St., New York 17 








TRUST DEPARTMENT 
SOUTHERN CALIFORNIA 


Rapidly growing department wants quali- 
fied new business development man. Send 
resume, recent picture, and salary re- 
quirements to Trust Officer, The First 
National Trust and Savings Bank of San 
Diego, P. O. Box 1311, San Diego 12, 
California. 








TRUST MAN WANTED 


Administrative assistant to trust officer, 
Chicago bank (South Side), should have 
general experience in handling all Fidu- 
ciary divisions, Federal and State tax 
problems, estate planning. Give general 
resume of experience and salary bracket. 


Box H-811-3, Trusts and Estates 
50 East 42nd St., New York 17 








TRUST MAN 


Excellent opportunity for a qualified and 
personable young man with trust experi- 
ence, a knowledge of law and estate plan- 
ning for trust work in growing Trust De- 
partment which has the full cooperation 
of Directors and Officers. Future potential 
will be dependent upon demonstrated 
ability and capacity. 


Inquiry will be confidential, give age, 
resume of education, banking and busi- 
ness experience, family, and approximate 
required salary range. 


Box H-811-1, Trusts and Estates 
50 East 42nd St., New York 17 
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Trust OreiceR HEADS BANK WoMeN 


Panel Discusses Trust Operations, Common Funds, New Business 


ISS CHARLOTTE ENGEL, TRUST OF- 
ficer at National Savings & Trust 
Co., Washington, D. C., was installed as 
the new president of the National Asso- 
ciation of Bank Women during the As- 
sociation’s 36th annual convention in 
Atlanta October 6-9. She succeeds Miss 
Iweta Miller, assistant vice president, 
First City National Bank, Houston. 
Other officers previously elected by 
written ballot are: Vice Pres. — Miss 
Helen L. Rhinehart, secretary of Bren- 
ton Companies and assistant vice presi- 
dent, National Bank of Des Moines; 
Rec. Sec. — Mrs. Virginia H. Burgess, 
assistant secretary, Anacostia National 
Bank, Washington, D. C.; Corr. Sec. — 
Mrs. Frances B. Poole, assistant treas- 
urer-assistant secretary, McLachlen Bank- 
ing Corp., Washington, D. C.; Treas. — 
(re-elected) Miss Corinne Pool, assistant 
cashier and auditor, First National 


Bank of Holland, Mich. 


Mechanization Economies 


Over-all saving in cost of operations 
due to mechanization at Security Trust 
Co., Rochester, N. Y., exceeds $150,000 
per year, Miss Ruth R. Roy, assistant sec- 
retary of Security told the audience at 
the Trusts Panel, moderated by Miss 
Ruth K. Donnelly, assistant trust officer, 
Liberty National Bank & Trust Co., 
Louisville. Conversion in her bank be- 
gan with the trust department on Octo- 
ber 1, 1947 when IBM took over. It then 
spread to corporate trusteeships, payroll, 
loans (commercial, personal and con- 
sumer), mortgages, checking accounts, 


savings accounts, school, thrift and 
Christmas Club accounts. 
Today trust department assets of 


$380,000,000 (market value) represent 





an increase of 132.67% over pre-auto- 
mation days, and banking department 
assets have had a comparable increase. 
The new equipment provides these trust 
department data and records: 


1. A daily journal of principal and 
income transactions in all accounts, 
listed by account number 

2. A daily journal of income and 
principal cash and investment bal- 
ances, also by account number 

3. Statement of principal items for 
one or more accounts with full de- 
scriptions, broken down into classes, 
and with estimated annual income, 
control or book value and a fairly cur- 
rent market value 

4, Statement of income and princi- 
pal for one or more accounts showing 
all transactions in chronological order 
and current balances 

5. A statement for income tax pur- 
poses which accumulates and segre- 
gates information. This is run off an- 
nually and can be carried over to the 
tax return as “Schedule Attached.” 

6. A current record of total trust 
department holdings of any particu- 
lar security 

7. Accurate calculation to the penny 
of distributions and the taxability of 
distributions from the common trust 
funds 


The value of the automatic equipment 
can be illustrated by the tax work. The 
listing of dividends and interest in de- 
tail on tax returns done manually would 
require about 40 weeks of one person’s 
time. The IBM system provides the data, 
complete, totaled, in printed form to be 
attached to the tax return in a matter of 
hours. At 8:30 a.m. on January 2, work- 
ers in the tax department find on their 
desks the data for each account in detail 
for the full calendar year. The statement 
is in duplicate so one copy can be filed 
with the tax return. Prior to automation 





Trust Panel at the Atlanta convention of the National Association of Bank Women. Left 
to right: Mrs. Nancye B. Staub, Miss Ruth K. Donnelly, moderator, Miss Mary L. Jessee, 
Miss Ruth R. Roy. 


this department employed 10 to 12 jper- 
sons full time to prepare 300 individual 
and 600 fiduciary returns. Despite the 
greater complexity of current returns, 
the department now consists of four full 
time and three seasonal (Oct. to Apr.) 
employees to process 844 individual and 
1,400 fiduciary returns (Federal and 
State in both cases) plus Social Secur- 
ity and Unemployment insurance re- 
ports. Overtime is a small fraction of 
what it used to be. 

As a further development, the bank 
made a thorough investigation (by pro- 
gramming an actual day’s work) of both 
the IBM 650 and the Burroughs 205 
cardotron — and may one day use one 
of these — but decided these were too 
costly for present operations. The deci- 
sion was for the IBM 305 RAMAC (Ran- 
dom Access Method of Accounting and 
Control) which handles 125 cards per 
minute purely at random, eliminating 
the step of machine sorting. This equip- 
ment, now being installed, is not yet 
available to the trust and tax depart- 
ments and bespeaks further advantages 
in the future. 


Common Trust Funds 


A Common Trust Fund was put in op- 
eration at Gary (Ind.) National Bank on 
February 28, 1958, Miss Mary L. Jes- 
see, assistant trust officer of that bank, 
stated. Initial admissions of 39 partici- 
pating trusts totaled $231,880. On Sep- 
tember 2 there were 84 trusts with as- 
sets totaling $540,000 and by the year- 
end this total is expected to approach a 
million dollars. 

An important reason for the existence 
at the close of 1957 of only about 200 
Common Trust Funds among 3.000 
banks doing trust business is the rapid 
growth of trust departments in recent 
years, Miss Jessee suggested. “We have 
been so intent on finding relief for our 
‘srowing pains’ that we have pushed 
aside the virtues and remedies of a Com- 
mon Trust Fund.” During the prepara 
tion for a Common Trust Fund, repre 
sentatives of Gary National Bank visited 
several institutions operating such funds. 
Not one indicated anything but the gveal- 
est enthusiasm for this new venture. “It 
is beautiful after it is in operation,” “Liss 
Jessee said, but it “takes blood, s veat 
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and tears” to get it started. The Gary 
fund was operated on paper for nearly a 
year before the plan was presented to 
the trust investment committee and the 
board of directors. 


For those who are interested in estab- 
lishing such a fund Miss Jessee recom- 
mended these steps: 


1. Get a copy of the American 
Bankers Association handbook on 
Common Trust Funds (it includes the 
provisions of Section 17, Regulation 
F). 

2. Analyze your trusts and deter- 
mine what assets are available (cash 
and government bonds) for transfer 
to a Common Trust Fund. (Gary first 
considered only trusts with a future 
of five or more years, but after six 
months examined those with an earlier 
termination date. Reason: within a 
year or two the Fund can benefit the 
trust.) 

3. Study Regulation F, Section 17 
and compare with your Plan. 

4, Write to and visit banks in your 
state that have a Common Trust Fund 
(note that tax legislation varies from 
state to state). 

5. Work your plan on paper for at 
least six months. 


New Business 


Gallup Poll figures disclose that seven 
out of ten people over fifty die without 
wills, declared Mrs. Nancye B. Staub, 
trust officer of Morristown (N. J.) Trust 
Co. Of the remaining three out of ten, 
many have wills that are outmoded, de- 
fective, or were drawn without the help 
of counsel. Spot checks in widely scat- 
tered areas indicate that trust companies 
settle only about 5% in number and 
10% in value of all estates, the rest being 
administered by individuals, most of 
them without specialized training. How 
can we “ferret out those who need cor- 
porate trust services because they have 
estates which warrant such service or an 
earning capacity which suggests potential 
estates?” 

Mrs. Staub offered the following prac- 
tical approaches to this problem: 

1. An up-to-date, well chosen prospect 
list is worth the time and effort it re- 
quires. Names can be obtained from: 

1) The bank’s own officers, direc- 
tors and personnel. A copy of the 
trust mailing piece used at Morris- 
town Trust is regularly put on the 
desk of every officer and department 

d and is sent to each director. A 

mo is attached, directed to the per- 
on and signed by the estate planning 

cer, giving a resume of the booklet 

{ requesting a list of prospects who 

~ht benefit from reading it. At the 

tom is space for listing prospects 
| addresses. This method has had 
cellent results. When a lead is given 
an associate, a report of progress 
ould be made to him from time to 


sons = 
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Newly elected officers of the National Association of Bank Women. Left to right: Mrs. 





Frances B. Poole, corresponding secretary; Miss Helen L. Rhinehart, vice president; Miss 
Charlotte A. Engel, president; Miss Corinne Pool, treasurer; Mrs. Virginia H. Burgess, 
recording secretary. 


time. When the business is closed 
“let him know about it and let the 
top brass know about it.” 

b) Customers of other departments. 
Among those to be considered should 
be savings accounts over $5,000, 
checking accounts with large average 
balances or dividend deposits, renters 
of large safe deposit boxes, borrowers 
of substantial collateral loans, and 
beneficiaries of estates being adminis- 
tered or distributed. 

c) Reports of new accounts. These 
can be discussed with the officer who 
opened the account, since he can often 
give valuable information obtained 
during the initial conference. 

d) Credit Files. These can readily 
indicate a person’s status as a po- 
tential prospect. 

e) Calling Program Participants. 
If the bank has a calling program, all 
those participating should be urged to 
maintain a constant look-out for trust 
prospects. 


2. Another source of new trust busi- 
ness is cooperation with fellow members 
of the estate planning team — attorneys, 
life underwriters and accountants. Estate 
planning councils and clinics provide 
opportunity for members to see the bene- 
fits for the customer that stem from pool- 
ing their experiences. And cooperation 
must be a two-way street. 


3. No selling medium yet devised 
compares favorably with that of a satis- 
fied customer. It is a mistake to relin- 
quish sales efforts as soon as the custo- 
mer has signed on the dotted line. Many 
trust departments are so busy doing a 
good job that they fail to sell the custo- 
mer on the good job they are doing. An 
analysis of new business closed shows 
about one-third comes from non-custo- 
mers, Mrs. Staub said, and she attributes 
most of this to satisfied customers. 


4. Finance forums have been an effec- 
tive sales and public relations medium 
for banks for the past nine years. They 
offer a handpicked group of people, 


nearly all good trust prospects. Many 
banks have been so favorably impressed 
that they have scheduled forums on a 
regular basis. 

5. Conventional advertising (e.g. in 
newspapers and magazines) is. widely 
used to promote trust business. Mrs. 
Staub expressed a preference for edu- 
cational ads. One of the most effective 
ads used by her bank showed a photo 
of the estate planning officer at her desk 
discussing plans with a customer. The 
text told the story. The response to this 
ad was immediate and lasting. Even 
two years later a man came in with a 
copy of it he had saved as a reminder. 
Trust advertising should present one 
thought at a time and should stress 
the you attitude. 

Radio and TV also have proven ef- 
fective advertising Both the 
speaker and the president of her bank 
have been interviewed on trust subjects 
with sufficient response to indicate that 
the program paid for itself. Experi- 
ments by others seem to have had simi- 
lar results. 

6. The 30-minute, sound and color, 
trust film, “So Little for Eve,” launched 
last year by the Trust Division of the 
New York State Bankers Association, 
has been successful beyond all expecta- 
tions. It is particularly well adapted to 
small groups and many banks have used 
it profitably. 

After analyzing the above media for 
obtaining prospects, the speaker ob- 
served that to complete the sale there 
is one answer — an effective estate plan- 
ning job. The customer rarely asks for 
this, but as the estate plan evolves he is 
impressed for the first time with the 
need for planning and the purposes of 
planning. “If the estate planning job 
is well done, the closing of the sale 
follows automatically and with little ef- 
fort,” Mrs. Staub concluded. 


media. 
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NEW YORK TRUST DIVISION 
HOLDS 12TH CONFERENCE 


PPROXIMATELY 270 REPRESENTATIVES 
A of Empire State trust institutions 
met for the Twelfth Annual Conference 
of the New York State Bankers Associa- 
tion Trust Division in the Hotel Sheraton 
in Rochester, October 16-17. 

Officers elected for the coming year 
are: Chairman, John G. White, vice 
president and trust officer, Security Trust 
Co. of Rochester; vice-chairman, Robert 
M. Lovell, senior vice president, The 


Hanover Bank, New York City. Elected 






ROBERT M. LOVELL 


JOHN G. WHITE 
to the executive committee for three 
year terms were Elmer Lee Fingar, vice 
president and senior trust officer, Na- 
tional Bank of Westchester, White 
Plains; Edward J. Veitch, vice president, 
Irving Trust Co., New York City; T. 
Gardner Day, vice president and trust 
officer, Mechanics and Farmers Bank, 
Albany. 

Chairman Ernest R. Keiter, who is 
vice president of Chase Manhattan Bank, 
New York, introduced President Cran- 
dall Melvin of the New York State 
Bankers Association. Mr. Melvin, presi- 
dent of Merchants National Bank and 
Trust Co., Syracuse, commended the 
Division for its signal contributions to 
growth in volume of trust business in the 
state over the last decade, without which 
many trust departments might today be 
languishing or even have ceased to 
function. 

Based upon a careful analysis of the 
factors which have brought about “To- 
day’s Investment Problem,” common 
stocks are now “neither attractively 
priced nor grossly overvalued,” in the 
opinion of Dr. Roger F. Murray, S. 
Sloan Colt Professor of Banking and 
Finance, Graduate School of Business, 
Columbia University. Dr. Murray 
pointed out that we are now in the 
fourth period in 36 years in which 
return on common stocks is less than 

% of the return on high-quality non- 
callable preferred stocks. In each of the 
previous periods substantial corrections 
occurred in equity prices and the ques- 
tion is now “Is it different this time?” 
He noted that the warning flag is flying, 


1080 


with the further observation that his 
enthusiasm has been “materially damp- 
ened and his awareness increased of the 
greater risks now incurred in an aggres- 
sive stock acquisition program.” (Text 


of Dr. Murray’s address appears at page 
1053.) 


Dean Russell D. Niles of New York 
University School of Law presented his 
views, interlarded with dry witticisms, 
upon problems which migh arise for 
trustmen under the provisions of the 
modified New York rule against per- 
petuities. Noting the elimination of the 
restriction to two lives, Dean Niles de- 
voted a considerable portion of his dis- 
cussion to changes which in his opinion 
remain to be made. 


The ever-present threat of Communist 
aggression was discussed by Dr. J. 
Sterling Livingston, Professor of Busi- 
ness Administration, Harvard Univer- 
sity, who painted a grim picture of 
Soviet capabilities which, if heeded by 
our legislators, would call for successive 
annual boosts in defense expenditures of 
three, six and nine billion dollars. His 
conclusion is that both might and lack 
of moral inhibitions point to the likeli- 
hood of surprise atomic attack upon the 
West at some moment favorable to the 
aggressor. Meanwhile, this country’s best 
course is to intensify research at what- 
ever cost in order to be prepared. 


Committees Report 
The Bank Fiduciary Fund, with total 


assets of approximately $7 million esti- 
mated for the October 3lst settlement 
date, continues to operate successfully, 
according to the report of President 
Charles E. Treman, Jr., vice president, 
Tompkins County Trust Co., Ithaca. 
There are now 45 participating banks 
with average holdings of $145,000, an 
increase from last year’s $131,000 figure. 
Dividends for the year ended April 1958 
totalled $3.6966 per share. The first 
dividend in the new period was at the 
rate of $1.016 and it is hoped that total 
distributions will come close to $4.00 
per share. Mr. Treman reported that the 
investment portfolio was composed of 
42 bonds and 55 stocks, the latter item 
representing 35% of the corpus, as 
limited by law. Officers of the Fund are 
currently promoting participation by 
eligible trust institutions (those not op- 
erating their own common funds) and, 
additionally, some expansion is expected 
through the new law making the Fund 





eligible to receive cemetery investi 
monies, 

Chairman Alfred H. Hauser of 
Trust Investment Committee, vice p 
dent, Chemical Corn Exchange B 
New York, called for adoption of a 
Prudent Man Rule in this state, in ac. 
cordance with the national trend in this 
direction. He cited the disadvantages in 
performance and administration which 
the present 35% limit imposes, through 
comparative results obtained by six in- 
stitutions operating both legal and dis. 
cretionary common trust funds in this 
state. Average return for a five year 
period was 3.61% and 3.23% for dis. 
cretionary and legal units while average 
appreciation was 25.91% and 12.16%. 
College endowment fund managers of 30 
institutions reported also a_ similar 
trend, with equities at market value 
(1956) averaging 61.9%. The Com- 
mittee recommends an amendment to the 
law which would permit older trusts to 
benefit likewise from any liberalization 
of existing restrictions. 

Salient points from reports of other 
committees are: 


ent 


the 
esi- 
nk, 


full 


Common Trust Funds — Alfred T. 
Allin, vice president, The Bank of New 
York. Efforts to obtain relief from plac- 
ing in a liquidating account common 
stocks failing to declare dividends were 
unsuccessful. The Banking Law was 
amended to extend the requirement to 
account after the first accounting to once 
in each four years from one in three 
years. Also funds held by a bank as a 
donee of a power in trust are now 
specifically eligible to participate in a 
common fund. 

Handling Business in Trust — Charles 
F. Seuffert, vice president, Genesee 
Valley Union Trust Co., Rochester. The 
committee took under advisement the 
preparation of a manual on this intricate 
subject but, inasmuch as the ABA will 
issue such a study within a few months, 
it was decided not to duplicate their 
labors. 

Trust and Estate Law — Elmer Lee 
Fingar, vice president and senior trust 
officer, National Bank of Westchester. 
White Plains. The support of Trust Divi- 
sion members was a real factor in ob- 
taining the change in the rule against 
perpetuities. Likewise, it is believed 
sufficient opposition was mustered o de- 
feat, after passage by the Senate, bills 
relating to periodic accounting and al 
location of stock splits and dividends 
between income and principal. Re} ction 
of the latter measure does not, howevel. 
aid fiduciaries where there is a duly 
to allocate distributions howsoever ‘Jesig: 


‘ATES 
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nated. The Association unsuccessfully 
appeared as amicus curiae in the Fosdick 
case involving stock dividends (see Oct. 
1953 T&E, p. 993) . .. On the agenda 
for 1959 legislation is the Model Fiduci- 
aries Securities Transfer Act (defeated 
this year) and an accumulations bill. 

Employee’s Benefit Fund—William F. 
Lackman, vice president, Guaranty Trust 
Co. of New York. Substantial amend- 
ments to the Massachusetts law regulat- 
ing employee benefit funds have just 
been passed as the result of the activities 
of this committee in cooperation with 
employers, banks and insurance com- 
panies in that state. One change defers 
the effective date of the original from 
October 1, 1958 to January 1, 1959, so 
that plans will have until next March 31 
to register. . . . The committee does not 
propose to offer any suggestions to the 
New York Banking and Insurance De- 
partments in their study of possible 
changes in the law requiring registration 
and reporting of jointly administered 
funds. However, it may ask for a clearer 
definition of the respective jurisdictions 
of those departments. . . . The committee 
is cooperating with Dr. Roger Murray 
in a study of the impact of pensions on 
savings and investment. 

Trust Operations — Russell H. John- 
son, vice president, United States Trust 
Co. of New York. Four additional sec- 
tions, 7-10, of the Operating Manual are 
now available. They cover Control of 
Assets in Vault; Trust Department 
Proof Section; Rights; and Stock Divi- 
dends. Studies also included the latest 
income and expense tabulations based 
on Federal Reserve Bank figures. 


Business Development-Trust School— 
John M. Grotheer, assistant vice presi- 
dent. Chase Manhattan Bank, New York. 
The one week course held in June at- 
tracted its largest enrollment of 34 and 
was reported as most successful. 
Diplomas were presented to graduates in 
attendance. 

Public Education — William T. 
Haynes, vice president, Marine Trust 
Co. of Western New York, Buffalo. The 
Division’s pioneer venture in motion 
picture trust selling has now moved to 
the profit side of the ledger, with 82 


prints of “So Little For Eve” sold in the 
United States and Canada and still more 
prosj-ects in view. 


T; st Division Dues — Joseph V. 
Saut'», vice president, Bankers Trust 
Co., ‘ew York. The proposal to increase 
the chedule of dues, which is based 
upo” a percentage of the amount which 
ac’ member pays as dues to the parent 
Ass.ciation, was passed unanimously. 
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ESTATE PLANNING 

Central Arizona — On October 6 the 
first program in a series on “Pension 
and Profit Sharing” was presented. 
Technical procedures involved in these 
plans were discussed. 


Southern Arizona — On October 20 
Gene Tompane, assistant vice president, 
Phoenix Title & Trust Co., spoke on 
“Meet the Investment Officer.” Mr. Tom- 
pane is security analyst and investment 
counselor for the Trust Company. 


Los Angeles — On October 20 Harold 
S. Voegelin, Los Angeles attorney and 
lecturer, discussed “Buy and Sell Agree- 
ments.” 


San Francisco — On October 1, Paul 
E. Anderson, tax attorney, spoke on 
“Some Aspects of the Uniform Basis.” 


New Haven — On October 6 Walter 
H. Clapp, trust officer, Union & New 
Haven Trust Co., presented “The Ad- 
ministrative Aspects of Trusteeship.” 
The Council’s membership currently con- 
sists of 9 accountants, 19 lawyers, 11 
insurance men and 4 trust officers, a 
total of 43 which represents continuing 
growth. 


Hawaii — On October 16 a panel dis- 
cussion covered “The Estate Planning 
Problems of Mr. Jones.” This was a re- 
view of the problems included in the 
programs of last year. Panel members 
were: Frank D. Padgett, attorney; Rich- 
ard Keigley, C.P.A.; Dean Witt, trust 
officer; and Q. L. Ching, life insurance. 

Chicago — On October 1 James F. 
Thornburg, South Bend attorney, spoke 
on “Legal Aspects of Executive Com- 
pensation.” 

Indianapolis — On October 16 George 
D. Webster, Washington, D. C., attorney, 
spoke on “The Technical Amendments 
Act of 1958.” Mr. Webster is chairman 
of The American Bar Association Com- 
mittee on General Income Tax Problems. 


{(CTIVITIES 


South Bend — On October 27 the 
Council heard a tape recording of the 
panel discussion of the Indiana State 
Bar Association wherein William J. 
Casey, Carberry O’Shea and Rene 
Wormser discuss the field of Estate 
Planning. James F. Thornburg, attorney, 
presented explanatory comments. 

Des Moines — On October 6 A. A. 
Augustine spoke on “Understanding Ac- 
counting Terminology.” 

Baltimore — On October 9 Henry A. 
Burke, Baltimore attorney, spoke on the 
practical and tax aspects of “Cross Pur- 


chase vs. Stock Retirement Agree- 
ments.” 
Boston — On October 20 Paul I. 


Wren, vice president, First National 
Bank and Old Colony Trust Co. and 
former assistant to the Secretary of the 
Treasury, spoke on “The Fight Against 
Inflation.” He discussed the steps which 
he estimated the government would have 
to take if the American public is to be 
protected from this danger. 

Detroit — On October 7 W. Gibbs 
McKenney, Baltimore attorney, lecturer 
and editor, spoke on “The Tax Aspects 
of Funding Stock Purchase and Stock 
Retirement Plans with Life Insurance.” 

New Hampshire — On October 21 
New York’s U. S. Representative Eugene 
J. Keogh spoke on H. R. 10, the pro- 
posed “Self-Employed Individuals’ Re- 
tirement Act of 1958.” 

Central New Jersey — On October 29 
Don J. Summa, C.P.A., Adjunct Assis- 
tant Professor of Accounting at Colum- 
bia University’s Graduate School of 
Business, spoke on “Close Corporation 
Stock Redemption.” 

Northern New Jersey — On October 
15 J. K. Sinclaire, founder and chair- 
man of the board of Kennedy Sinclaire, 
Inc., spoke on “How Estate Planning 
Benefits Your Client and You.” 
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Eastern New York — On October 21 


Paul Brower, director—advanced under- 
writing, Mutual Life Insurance Co. of 
New York, and a member of the New 
York Bar, spoke on “Key Man Insurance 
and Deferred Compensation.” 


Charlotte — Un October 20 Leon L. 
Rice, Winston-Salem attorney, spoke on 
“Pension and Profit Sharing Plans.” 

Dayton — On October 16 Robert B. 
Crew, Dayton attorney. discussed the 
“Technical Changes Amendment of 
1958,” with special reference to changes 
affecting trust and life insurance busi- 
ness. 

Toledo — On October 7 James F. 
Thornburg, South Bend attorney, dis- 
cussed “Deferred Compensation Plans.” 

Philadelphia — On October 29 Ber- 
nard V. Lentz, Philadelphia attorney 
and vice chairman of the Committee on 
Taxation of the Philadelphia Bar As- 
sociation, spoke on “Estate Planning for 
the Disposition of Business Interests.” 

Rhode Island — On October 27 Rus- 
sell C. Harrington, former Commissioner 
of Internal Revenue, spoke on “My Ex- 
periences with the Internal Revenue Ser- 
vice.” Mr. Harrington was Providence 
resident partner of Ernst & Ernst prior 
to joining the Interal Revenue Service 
as Commissioner, and since his resigna- 





IN DELAWARE 


Bank of Delaware’s wide experience 
in estate settlement and trust admin- 
istration is backed by financial integ- 
rity, prompt, sympathetic attention to 
needs of beneficiaries, and impartial, 
informed group judgment. Our facil- 
ities are efficient, economical, com- 
plete—recognized and used through- 
out the world. Wherever you and 
your customers are, you can depend 
on us... we are always at your serv- 
ice in Delaware. 


BANK of DELAWARE 
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tion effective September 30 has returned 
to Ernst & Ernst in Washington. 

Dallas — A remarkable job of pro- 
gram presentation has been done by the 
Dallas Estate Council. An attractive bro- 
chure provides the date, place, subject 
and speaker for all the monthly meet- 
ings of the 1958-59 season. A page is 
devoted to each meeting with a photo- 
graph of the speaker and an outline of 
his achievements. Since the May meet- 
ing features a panel discussion, all mem- 
bers of the panel are pictured and de- 
scribed. At the end, one page gives pho- 
tos, names and titles of the Council’s 
officers, another lists the board of gov- 
ernors according to professional affilia- 
tion, and a third the names, dates of serv- 
ice, and profession of past presidents. 

On October 9 Charles E. Gaines, 
C.L.U., spoke on “Estate Planning for 
Executives.” Mr. Gaines is director of 
the Institute of Insurance Marketing at 
Southern Methodist University. 

Fort Worth — The purpose and mem- 
bership of this Council are described in 
a pocket-size booklet. After a brief his- 
tory and statement of objectives, the of- 
ficers are pictured and their educational 
and professional background given. The 
Steering Committee is listed (with 
*phone numbers) under the divisions of 
attorneys, life underwriters, trust officers 
and C.P.A.’s, as each of these groups 
appoints its own members to the com- 
mittee. The current Program Committee 
and the Past Presidents are also listed. 

Seattle — On October 8 a panel dis- 
cussed the four estate plans of “Bud 
Dixon.” These plans were respectively 
applicable to Bud at ages 35, 45, 55 and 
65. The audience received data concern- 
ing family and property status at each 
of these ages. Under the leadership of 
moderator Paul Ashley the special as- 
pects of each plan were examined by: 
insurance — Arthur Kehle; trust 


John Harding; accounting — Walter 
Crim; legal — DeWitt Williams. 





Madison — On October 6 Prof >sgor 
Frank Graner, School of Commerce, 
University of Wisconsin, spoke on “ Vhat 
Are Prudent Man Investments.” 


Canada 


Edmonton — On September 15 the 
Honourable L. Y. Cairns presented 
“Some Remarks on Surrogate Court 
Practice and Procedure.” 

Hamilton — At the October meeting 
“The Case of the Forgetful Father” was 
the subject of discussion by a panel 
consisting of F. E. Wigl, Harold Lazier, 
Jack Lee, Fred Martin and Harry Vila. 

London — An Estate Planning Coun. 
cil has been formed with a membership 
of 35. Currently these are: 10 chartered 
accountants; 10 life underwriters: 9 so- 
licitors and 6 trust officers. Elected for 
the ensuing year are: Pres. — Lorne 
Cornish, C.P.A.; Vice Pres. — Keith 
Shales, London Life Insurance Co.; Sec. 
— Harold Self, trust officer, Royal Trust 
Co.; Treas. — Francis Carter, solicitor: 
Hon. Past Pres. — R. A. Knighton, tax 
consultant and budget administrator, 
Caanda Trust Co. 





Manitoba — The annual meeting was 
held October 106. 
Montreal At the October meeting 


the “New Estates Tax Act” was discussed 
by J. C. Ruddy, chief assessor, succes: 
sion duties branch, Department of Na- 
tional Revenue. Officers for the ensuing 
year are: Pres. — H. K. D. Heming of 
the Royal Trust Co.; Vice Pres. — E. B. 
VanDine, C.L.U., Imperial Life Assur- 
ance Co.; Sec. — Gerald J. Heffernan. 
C.L.U., Industrial Life Insurance Co.; 
Treas. — J. E. Nadeau of the Canada 
Permanent Trust Co. 

Toronto — On October 7 Stanley Ed- 
wards, solicitor, spoke on “The New 
Estates Tax Act.” Because of wide in- 
terest in the topic each member was per- 
mitted to bring a guest, raising the at- 
tendance to 65. 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 


“Small Trusts through our Common 
Trust Fund” can obtain broad diversi- 
fication of investments and more sta- 
bility of income according to a recent 
ad of First Security Bank of Utah, Salt 
Lake City. The text suggests typical pur- 
poses of a trust and offers to explain 
how a small trust can fit into the “man- 
agement and disposition of your over- 
all estate.” First Security comments that 
some response has been received and 
that the ad was intended as a method of 
letting the public know that the bank 
has a Common Trust Fund. Two other 
recent ads from this bank suggest will 
review and “intelligent planning” and 
advise the reader to consult with his at- 
torney. 

“The more you love your wife the 
more you will need a good Executor and 
Trustee” comments an ad of Harris Trust 
& Savings Bank, Chicago. The explana- 
tory text has the sub-title of “A short 
excursion into domestic relations by Hu- 
bert, the Harris Lion,” who is pictured 
in the ad. After telling why the statement 
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illustration in Harris Trust ad. 


is true, the text advises the reader to 
“Ask around. Do a little investigating. 
Come in with your lawyer .. . Find out 
exactl: what we’ve done for many other 
mporiant people around town (we'll 
ment: n no names, of course). 


‘N's, Homemaker, does your husband 


have . will?” inquires an ad of First & 
Merci.ants National Bank, Richmond. 
The »ader is advised that “Sometimes a 
man »elieves that his wife will inherit 
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all his property whether he has a will or 
not. Usually this is not the case.” Steps 
to remedy the situation are recom- 
mended. 


“The Case of the Equal Estates with 
Unequal Taxes” provides the subject of 
an ad from First National Bank of Ari- 
zona, Phoenix. The estates of $160,000 
each are shown tied up in two sacks, and 
the taxes ($3,200 and $20,900 respec- 
tively) are beside them in two other 
sacks. The difference, it is explained, 
came from one estate being left in trust. 
investment not an 
expense” observes an ad from Sarasota 
(Fla.) Bank & Trust Co. in a “Salute to 
Our Insurance Men.” Various uses of 
life insurance are mentioned in support 
of the statement that “Every member of 
the community benefits from the services 
of the insurance agent or the life under- 
writer.” The ad is one of a series entitled 
“Partners In Progress.” 

“This is the important moment . 
the moment when you decide to call 
your attorney to prepare or review your 
will” states an ad from Birmingham 
Trust National Bank. This moment “may 
determine whether or not your family 
actually receives what you intend to 
leave for them.” The reader is urged to 
“make an early appointment” with his 
attorney. 

“Are your stock transfers a problem? 

Give them to us” advises an ad of First 
National Bank of Chicago. A photograph 
shows workers and supervisors obvious- 
ly staying overtime. The text explains 
the bank’s service and comments that 
“Most important of all, we free your 
valuable executives not only from time- 
consuming supervision but from wor- 
ry.” 
“Do You Own A Small Business?” in- 
quires an ad of First National Bank, 
Akron. “lf you do, this tax-law change 
may be very important to your family.” 
The law referred to is the new permis- 
sion” (under certain conditions) to 
spread over 10 years the part of an es- 
tate tax arising from ownership of shares 
in a closely held corporation. 

“Linked together” in word and sym- 
bol in a Fort Worth National Bank ad 
are the attorneys, accountants, life un- 
derwriters and trust officers. The occa- 
sion of the ad was the first meeting of 
the 1958-59 season of the Fort Worth 
Business and Estate Council. 


Booklets 


“Concerning the New Estate Tax Act” 
titles a booklet from Royal Trust Co., 


“Insurance is an 


The Case of the Equal Estates 
With the Unequal Taxes 
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From First National Bank of Arizona ad. 


Montreal, that describes some of the 
“Principal Changes in Federal inheri- 
tance taxation introduced by the new 
Canada Tax Act.” Among the subjects 
that receive comment are the change 
from a succession to an estate tax, Pro- 
vincial duties in Quebec and Ontario 
and the Federal allowance for reduction, 
foreign taxes and Canadian taxes on per- 
sons domiciled elsewhere, pensions and 
voluntary payments to an employee’s 
survivors, family deductions and tax 
limitation over $50,000, life insurance 
and the effect of the Act on existing 
wills. A table gives the old and new tax 
for typical estates, showing Federal tax 
only and the Federal tax combined with 
the Provincial in the cases of Quebec and 
Ontario. 


In “Your Will is a Blueprint for the 
Future” First National Bank of Atlanta 
stresses the necessity of getting one’s 
plan for the family’s future protection 
put into the written legal form of a will. 
The latter should be drawn by the testa- 
tor’s attorney, signed and properly wit- 
nessed, revised as conditions change, 
and should name a qualified executor. It 
should also be kept in a safe place. 

“Trust Services for You” are present- 
ed as part of a pamphlet published by 
First American National Bank, Duluth, 
to introduce the reader to the bank’s 
new quarters. It takes the reader through 
the building floor by floor reaching trust 
services on the fourth. In this same con- 
nection a 16-page bank supplement to the 
Duluth Herald included a lucid and com- 
prehensive presentation of the trust de- 
partment and its work. Starting with ser- 
vices rendered a 13-year-old boy who 
was suddenly orphaned, the article car- 
ries trust services from their beginnings 
in America in 1822 down to the things 
First American can do for citizens of 
Duluth. The predecessor First National 
Bank started Duluth’s first bank trust de-_ 
partment in 1918. Today’s quarters are 
pictured as well as six officers of the de- 
partment whose particular duties are de- 
scribed in the article. 
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“Do it yourself can sometimes be dan- 
gerous” says a folder from Fiduciary 
Trust Co., New York, which pictures 
father on a stepladder hanging a storm 
window while daughter and the family 
dog in a tug-of-war are about to tip over 
the ladder. The folder points out that 
yesterday’s inventions and new products 
were developed by individuals working 
alone, but today’s come from the large 
research laboratories. A comparison is 
made with the specialization and organ- 
ization offered by Fiduciary for invest- 
ment management, 


“What every woman should know” in 
Montreal Trust Co.’s bi-monthly leaflet, 
“Forethought” proves to be the informa- 
tion her husband should discuss with 
her about his income sources. invest- 
ments, insurance, and his will. Last but 
far from least is the suggestion that he 
“can make life easier for her in the fu- 
ture if he will acquaint her now with the 
persons who will ultimately be involved 
in the settlement of his affairs . . .” 

“Why A Family Lawyer” gets the full 
treatment in the September Journal is- 
sued by Union & New Haven Trust Co. 
Leading into the subject through a per- 
son’s tendency to confide in strangers, 
the authors move skilfully from the rela- 
tively simple legal situations of the agri- 
cultural economy to the complicated life 
of today, emphasizing “preventive law.” 
Brief discussions follow of situations 
forming a legal “Stop-Look-Listen”’ list: 
marriage, jointly owned property, re- 
ceiving an inheritance, purchasing real 
estate, going into a business, and the 
legal aspects of insurance. 


Forums 


An average of 240 women per session 
attended the recent Women’s Finance 
Forum sponsored by Worthen Bank & 
Trust Co., Little Rock. At the opening 
meeting Mrs. Ruth E. Sherrill, vice presi- 
dent of First National Bank, Memphis, 
spoke on “Getting the Most out of Your 
Bank” including more services than most 
customers are aware of. Two bank of- 
ficers assisted in answering questions in 
the discussion period. 

The second week E. O. Cartwright, 
Dallas resident partner of Merrill Lynch, 
Pierce, Fenner & Smith, discussed in- 
vestments in stocks and bonds. A local 
stock broker and a bond broker com- 
pleted the panel. 

Miss Virginia Irvine of New England 
Mutual Life Insurance Co., Kansas City, 
Mo., presented “The Woman’s Angle on 
Life Insurance” at the third meeting. 
Two insurance men joined her in an- 
swering questions on types of coverage 
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and the place of life insurance in creat- 
ing as well as protecting estates. 

At the last meeting trust officer Aubrey 
F. Williams discussed “Trusts Designed 
for Women.” An attorney and an ac- 
countant joined in answering numerous 
questions on taxes, trusts and wills. 
There was great interest in the costs in- 
volved and many questions were asked 
on the use of life insurance in trusts and 
estates, 

This was the bank’s second forum and 
another is planned for 1960, continuing 
the biennial schedule. Women attending 
the sessions voted almost equally in 
favor of the four topics, but added a 
strong request for a discussion of real 
estate. A number asked for more sessions 
on estates and inheritances and on stocks 
and bonds. 

Recent forums conducted by the Bank 
of Delaware have all been on a personal 
invitation basis with a maximum of 30 
per meeting. There is no general pub- 
licity. Talks are given by officers of the 
trust department. Efforts are thereby 
concentrated on individuals selected as 
desirable prospects, the officers really 
meet the guests, and the whole program 
can be brought down to a more personal 
basis. 

American Security & Trust Co., Wash- 
ington, D. C., recently completed its 
13th Financial Forum for Women at- 
tended by some 150 women. Talks by 
officers of the Trust Company dealt with 


banking, real estate, tax returns, i> vest. 
ments, and wills, trusts and estate »lan. 
ning. The next semi-annual forwn js 


planned for February or Marcl: ae. 
cording to advice from the trust com. 
pany. 

A four session Women’s Fiance 
Forum has just been successfully com. 
pleted by Fourth National Bank, | ichi. 
ta, after a lapse of seven years. Aitend- 
ance ran around 300. At the opening 
session Victor Cullin, vice president of 
Chicago Title & Trust Co., discussed 
wills and trusts. Questions were largely 
of an elementary nature, with consider- 
able interest in the cost and flexibility of 
trust management. Succeeding sessions 
presented life insurance with Charles E. 
Gaines, director, Institute of Insurance 
Marketing, Southern Methodist Univer- 
sity; real estate with Wichita realtor, 
Nestor R. Weigand; and investment in 
securities with A. P. Haake, Jr., trust 
officer of Continental Illinois National 
Bank & Trust Co., Chicago. 

The bank plans follow-up sessions in 
groups of about 15 for those with greater 
interest or a special problem. It is ex- 
pected that groups will have both hus- 
bands and wives and be led by an at- 
torney and a trust department repre: 
sentative. 

An all-day Pension and Profit Sharing 
Seminar conducted recently by Union 
Trust Co., St. Petersburg, drew the at- 
tendance of 100 top executives of busi- 
ness firms in the area. Several cities were 
represented by their mayor or city man- 
ager. The speakers were representatives 
of the management consultant and actu- 
ary firm of Bowles, Andrews & Towne, 
Atlanta, together with officers of the trust 
department. 

The value of pension and profit shar- 
ing plans in offering incentive, creating 
tax advantages, reducing waste and im- 
proving morale was stressed as well a 
their place in negotiations with unioniz- 
ed labor. Questions asked dealt with in- 
dividual and corporate trustees and their 
duties, the steps in setting up a_ plan, 
the nature and yield of trust investments, 
state tax advantages, variable annuity 
plans, and the Federal Disclosure Act. 
The Seminar was advertised by newsp@ 
per, radio and TV to give ample oppor 
tunity for those interested to make reser 
vations. 

Estate planning and other trust de 
partment services were presented for the 
Albany and Waverly branches o! Firs! 
National Bank of Oregon, Portlan«, Sep- 
tember 24, as the start of a new se’ ies t0 
be conducted throughout the state. Panel 
members were all officers of the »ank’s 
trust department. 


TRUSTS AND Es rATES 

















Trus 
granto 
termin 
trust, 
and th 
Upon « 
to dau; 
minabl 
fically 
exercis 
benefic 
served 
either 
minate 
exercis 
Commi 
corpus 
tax ani 


HEL 
of dea 
herself 
power 
to “alt 
proper‘ 
YA ae & 
Sept. 2 


Trus 
Testat 
tate in 
equally 
and tl 
tribute 
sisted « 
imate] 
tenth 
but be: 
made, 
deduct; 
incur) 
tributi 
sold, é 
tween 
and a 
allows 
uphel 
pealed 

HE 
der } 
title 
trust 
veya 
mati: 
year 


Nov: Vi 





nee 
om- 
chi- 
nd- 
‘ing 
: of 
sed 
zely 
der- 
y of 
ons 
s E. 
ince 
ver- 
itor, 
t in 
rust 
onal 


s in 
ater 

eX 
hus- 
| at- 
pre- 


ring 
nion 
> at: 
yusi- 
were 
nan- 
tives 
actu- 
wne, 
trust 


shar: 
ting 
| im 
Il as 
oniz- 
h in- 
their 
plan, 
ents, 
wuity 
Act. 
yspa- 
ypor- 
ese’ 


- de: 
r the 
First 
Sep: 
es to 
anel 
ank’s 


‘ATES 











ESTATE TAX 


Trust corpus includible in estate where 
grantor retained power to become “co- 
terminator” of trust. Decedent created 
trust, income payable to herself for life 
and thereafter to her daughter for life. 
Upon death of survivor, corpus devolved 
to daughter’s descendants. Trust was ter- 
minable at election of two persons speci- 
fically named. Should such election be 
exercised, corpus was to go to life income 
beneficiary at that time. Decedent re- 
served right to appoint substitute for 
either or both of persons who could ter- 
minate trust. This right had not been 
exercised at date of decedent’s death. 
Commissioner included value of trust 
corpus in decedent’s estate. Estate paid 
tax and sued for refund. 


HELD: For Commissioner. At date 
of death, grantor could have appointed 
herself as terminator. By thus possessing 
power to terminate, she retained power 
to “alter, amend or revoke” trust. Trust 
property is includible in grantor’s estate. 
J.C. Clark, Exr. v. U. S., D.C. N.D. Me., 
Sept. 26, 1958. 


INCOME TAX 


Trust loss not allowable to beneficiary. 
Testator left two-thirds of residuary es- 
tate in trust to pay income therefrom 
equally to two children for ten years, 
and thereafter corpus was to be dis- 
tributed equally to them. Corpus con- 
sisted of business which was sold approx- 
imately two and one-half months after 
tenth anniversary of testator’s death, 
but before formal distribution had been 


made. One of the beneficiaries claimed 
deduction for shares of operating loss 
incurred by business between fixed dis- 
tribution date and date business was 
sold, 2nd capital loss for difference be- 
tween book value on distribution date 
and ac'ual sales price. Claims were dis- 
allowe:' by Commissioner. District Court 
upheld Commissioner and taxpayer ap- 
pealed 

HE’ 9): District Court sustained. Un- 
der 1 al law, which controlled, legal 
title personal property remained in 
trustc. until distribution by formal con- 
veyan co. Since title did not vest auto- 
Matic \ly in beneficiary at end of ten 
year criod specified by testator, losses 
NoveBer 1958 


FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


are only available to trust. Swohoda et 
ux v. U. S., 8rd Cir., Sept. 12, 1958. 


Payment for promise not to contest 
will is not deductible. Taxpayers ex- 
ecuted agreement with brother under 
which he was to receive for life one- 
sixth of income of their partnership in 
consideration of his agreement that his 
deceased mother was not influenced in 
execution of her will. There was no pro- 
vision that brother was to share any 
losses. Agreement further provided he 
had no interest in partnership assets. 
Upon death of one of partners, estate 
and individual members each agreed to 
pay brother $1,600 annually for balance 
of his life. Partners deducted payments 
as ordinary and necessary business ex- 
penses on their respective returns. Com- 
missioner disallowed deduction. 

HELD: For Commissioner. Amounts 
paid represented personal expenditures 
and not ordinary and necessary busi- 
ness expenses. Furthermore, payments 
did not represent expenses incurred for 
management, conservation and main- 
tenance of income-producing property, 
since neither property nor its income- 
producing quality was established. F. S. 





Delp v. Comm., 30 T.C., No. 129, Sept. 
17, 1958. 


Interest on loans to finance annuity 
not deductible. Day after taxpayer pur- 
chased annuity contract requiring forty- 
one annual payments, he borrowed 
$59,000, pledging contract as collateral 
for loan. Funds were then used to pre- 
pay at discount all future premiums. 
Taxpayer then paid company $13,600 as 
interest on anticipated loan for next five 
years. He then received $68,000, repre- 
senting cash or loan value that policy 
would reach in five years. Part of pro- 
ceeds was .used to repay bank, Com- 
missioner disallowed interest deduction 
claimed by taxpayer. 


HELD: For Commissioner. Court ruled 
that transaction lacked substance, be- 
cause there was no real intent to pur- 
chase annuity, borrow, or pay interest. 
Real payment was price paid for de- 
ductions in amount large enough to re- 
duce taxes by greater amount than cost 
of entire operation. W. S. Emmons v. 
Comm., 31 T.C. No. 4, Oct. 10, 1958. 


Trust income taxable to grantor where 
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important controls retained. Taxpayers 
created irrevocable trusts for benefit of 
their minor children. Certain percentages 
of their interest in operating partnership 
were conveyed to trusts. Instrument pro- 
vided that, in discretion of partners, 
income from partnership need not be dis- 
tributed, but could be retained in part- 
nership, and was not accountable for 
as trust income until such time as re- 
leased to trustees as no longer necessary 
in business. In 1952 and 1953 substantial 
cash withdrawals were made from part- 
nership, principally to purchase stock in 
two corporations, which were engaged 
in activities unrelated to partnership. 
Commissioner refused to recognize trusts 
as partners and charged grantors with 
trusts’ distributive shares of partner- 
ship income. 

HELD: For Commissioner. Partners 
had retained so many incidents of owner- 
ship that actual and bona fide transfer 
had not taken place. Donees did not re- 
ceive full and complete ownership. 
Transferors were, therefore, held to be 
substantial owners of trust corpus and 
taxable on trusts’ shares of partner- 
ship profit. H. S. Reddig, et als. v. 
Comm., 30 T.C. No. 145, Sept. 30, 1958. 


Proceeds of insurance not excludible 
from income where lack of insurable in- 
terest. Corporation took out policy on 
its president. Corporation paid premiums 
and had right to change beneficiary. Tax- 
payer-stockholder, whose husband was 
treasurer and director of company, was 
named beneficiary. Purpose of arrange- 
ment was to bestow proceeds of policy at 
maturity upon stockholders in propor- 
tion to their interests in corporation, Up- 
on death of president, Commissioner de- 








termined proceeds to be income to bene- 
ficiary. 

HELD: For Commissioner. Beneficiary 
had no insurable interest in policy. Cor- 
poration, not insured, had right to 
change beneficiaries. Court stated that 
“policy, with its queer, unnatural pro- 
vision for change of beneficiary by the 
corporation (even after the ‘corporation 
had no beneficial interest in the con- 
tract) was a mere device employed for 
the distribution of corporate earnings.” 
Policy was, in effect, wager policy and 
not life insurance contract. F. H. W. 
Duccros v. Comm., 30 T.C. No. 141, Sept. 
30, 1958. 


Author’s Comment: The implication of 
this decision is that corporation’s ability 
to designate a beneficiary other than 
itself, with no insurable interest, made 
the contract one which was contrary to 
public policy. 


REVENUE RULINGS 


Estate Tax: Time of election of cer- 
tain administration expenses as estate 
or fiduciary income tax deductions. Ex- 
ecutor claimed certain allowable ad- 
ministration expenses as estate tax de- 
ductions. Within statute of limitations 
period, executor filed election pursuant 
to Treasury Regulations Section 1.642 
(g)-(1) to have expenses deleted from 
estate tax return in order that they 
might be claimed on estate’s income tax 
return. 

Service rules that request is timely 
if made prior to expiration of statutory 
period of limitation for assessment of 
estate taxes. If request is made in clos- 
ing days of period of limitations, ex- 
ecutor should also file Treasury Form 
870, Waiver of Restrictions on Assess- 
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ment and Collection of Deficiency i» Tax 
and Acceptance of Overassessment. Rey, 
Rul. 58-484, I.R.B. 1958-40, p. 41. 


Income Tax: Deductibility of premiums 
on disability policies. Income protectoy 
policy provides for monthly income fo, 
partial or total disability from accidenta] 
injury or sickness. There is no provision 
to effect that benefits payable shall be 
monthly expenses actually incurred by 
insured in normal operation of his busi- 
ness. 


Service rules that where terms of policy 
provide that payments are for loss of 
income, dismemberment, or loss of life, 
premiums paid on such policies do not 
constitute business expenses. However, 
where it is specifically provided that pay- 
ments under contract are to reimburse 
policyholder for certain business over- 
head expenses, premiums paid constitute 
business expenses and are deductible. 
Rev. Rul. 58-480, I.R.B. 1958-40, p. 12. 


TECHNICAL INFORMATION 
RELEASE 


Estate Tax: Marital deduction refunds 
under Technical Amendments Act of 
1958. Under 1939 Code, trust property 
did not qualify for marital deduction ur- 
less widow was entitled to all income 
from trust and had power to dispose of 
entire trust corpus. Legal life estate did 
not qualify even though widow had right 
to all income and power of appointment 
over entire property. 1954 Code provides 
for more liberal rules with respect to 


marital deduction allowance for these 
interests passing to widow. 
Technical Amendments Act of 1958 


allows application of more liberal rules 
to estates of decedents who died between 
April 1, 1948 and August 17, 1954, ef- 
fective date of 1954 Code. Claims for 
refunds must be filed not later than Sep- 
tember 2, 1959. No provision is made for 
payment of interest. T.I.R.-97, Sept. 30, 
1958. 


NEWS RELEASE 


Income Tax: Refund claims for sick 
pay received under employer plans. Tech- 
nical Amendments Act of 1958 now 
makes it possible for taxpayers to re 
ceive refunds under Supreme Court de 
cision, Haynes v. U. S., that held sick 
pay received under employer plans to be 
exempt from Federal income tax. Tech: 
nical Amendments Act provides for pe 
riod of one year for re-opening of I 
funds claims previously disallowed covel- 
ing years prior to 1954. 


Service has said that one year period 
runs to September 1, 1959, and =pplies 
to claims where it has issued registered 
notice of disallowance and norma! tW? 
year period for filing has expire’. LR 
246, Oct. 15, 1958. 
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Tax Shelter in Real Estate 


WILLIAM J. CASEY. Institute for Business 
Planning, 2 W. 13th St., New York City 11 
(208 pp. $12.50). 

Real estate is a highly flexible and 
versatile type of asset. One piece of 
property can be divided into different 
types of fees, leasehold and mortgage in- 
vestments, each tailored to the tax posi- 
tion of the owner. It can be advan- 
tageously utilized by the estate planner, 
the small investor and the financial 
wizard. 

Mr. Casey discusses the background 
and tax advantages of some of the fam- 
ous tax “swaps” — the Sheraton story, 
the Empire State deal, Yankee Stadium, 
Roosevelt Field, among others. He ex- 
plains the way Bill Zeckendorf works his 
fnancial magic, commenting: “It’s like 
cutting a corporation into common stock, 
preferred stock, a debenture issue, and 
mortgage bonds.” 

Big deals and little deals are the sub- 
ject of extensive commentary and _ il- 
lustration, with capsule statements of 
the facts and mathematical computations 
of the tax incidents. Indeed, every 
aspect of the purchase, management, 
sale, exchange or gift of real property, 
including foreign holdings, is carefully 
explained in relation to the financial ob- 
jectives of the investor, the different tax 
situations, and the varying degrees of 
ability and willingness to shoulder risk. 


Business Looks at Banks 


GEORGE KATONA. University of Michigan 

Press, Ann Arbor (180 pp. $5). 

Professor Katona summarizes the re- 
sults of interviews conducted in the 2nd 
quarter of 1956 with executives of some 
250 business firms. On the whole, these 
executives were favorably disposed to- 
ward banks and stability of banking re- 
lationships represents “the normal situ- 
ation.” Larger firms generally operate 
With several primary banking connec- 
tions and 10 or more secondary banks. 


The businessmen wanted not only 


longer erm credit but also a personal 
Interest on the part of the banker, an 
unders'anding of their problems, and an 
apprec:ation of good managing ability 
that looks to the men in charge and not 
the ba ance sheet alone. 

The author deals at length with bank 
loans ut does not touch upon the serv- 
lees t) st departments can offer to busi- 
hesses Statistical detail is carefully pre- 
Sente: 


and direct quotations give life to 


the 2: itudes cited. 
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Life Insurance (Fifth Edition) 


S. S. HUEBNER and KENNETH BLACK. 
Apppleton-Century-Crofts, Inc., 35 West 32nd 
Street, New York 1 (582 pp. $6.50). 

The tremendous changes which have 
occurred in the life insurance business 
in the past eight years have led to the 
complete revision of this textbook, with 
the addition of much new material. The 
book is divided into five parts, dealing 
respectively with The Nature and Uses 
of Life Insurance, The Science of Life 
Insurance, Analysis of the Policy Con- 
tract, Special Forms of Life Insurance, 


and Organization, Management and 
Supervision of Life Insurance Com- 
panies. 

In the first part of the book the 


authors discuss practical uses of life 
insurance in situations involving the in- 
dividual, the family, a business and 
other situations. In these chapters, they 
give extensive explanations of the lead- 
ing types of policies available in each 
case, and discuss the advantages and 
disadvantages connected with the use of 
the different contracts in various cir- 
cumstances. The section on the scientific 
phases of life insurance is presented 
with a view to simplification for the be- 
ginner in the field. Considerable atten- 
tion is given to the fundamental legal 
concepts underlying the life insurance 
contract, with emphasis on the rights 
of the several parties who have an in- 
terest in the contract. Settlement op- 
tions and their uses are also extensively 
analyzed; and in the final section due 
notice is taken of the rapidly increasing 
importance of pension benefits and 
health insurance. Here, the authors ex- 
amine and explain life insurance and 
pension plans, group insurance, indus- 
trial life insurance, health insurance, 
government life insurance, old age bene- 
fits and other forms of life insurance. 
There are abundant tables and graphs 
to illustrate the text throughout, an ap- 
pendix with specimen copies of life in- 
surance policies, and a good index. 


Sound Business Purpose 


ROBERT S. HOLZMAN. The Ronald Press 
Company, New York 10 (208 pp. $10., $8.50 
on subscription). 

This book examines the nature and 
implications of the “sound business pur- 
pose” test, as considered in tax cases. 
The author explains the problem, the 
areas where satisfaction of the test is 
essential, and the instance where the 
“purpose” test is not deemed significant. 
Taxpayer arguments, 336 in number, 
with the court rulings thereon, are pre- 
sented in double column format. The 
purpose test is applied to different types 
of problems, such as corporate reorgani- 
zations, distributions in the nature of 
dividends, reallocations, and other situ- 
ations. 


Practical guidance to avoid “pitfalls” 


is found in the final chapter, and an ap- 
pendix contains references to the federal 
tax statutes, regulations, and other ad- 
ministrative rulings. There is also a 
bibliography and complete index, with 
citations of cases discussed. The author 
of this volume is editor of the “Tax 
Practitioners’ Library,” being issued in 
similar books the first three of which 
were noted in the May, 1958 issue of 
T&E. 


ARTICLES 


Domestic and Foreign Effects of 
Judgment Against Foreign Admin- 
istrator of Nonresident Decedent 
DAVID C. BROADHEAD. Wisconsin Law Re- 
Review, May, 1958 (Madison. $1). 

This commentary considers’ several 
aspects of the power of a state to enter- 
tain jurisdiction over personal repre- 
sentatives of deceased nonresident tort- 
feasors. It shows that under established 
and familiar doctrine, the presence of 
assets belonging to the decedent at the 
place of the tort furnishes a basis for the 
appointment of an ancillary administra- 
tor. Service within that state upon the 
ancillary administrator supplies a basis 
for satisfaction of the claim out of assets 
under the control of the forum, 

A more complex problem arises when 
the decedent’s only assets are found out- 
side the state of the tort. The nature of 
a judicial action in the state of the tort, 
directed at foreign personal representa- 
tives appointed in states where the de- 
cedent left no assets, is illustrated in 
court decisions having a great diversity 
of viewpoint. 

Two theories emerge: First, that such 
an action is in fact one in rem, against 
the decedent’s property. Second: That 
such an action is divided into two phases. 
One, an action in personam to establish 
the existence of a claim; and, two, a pro- 
ceeding in the state where property is 
found, for an order affecting the proper- 
ty. In the second proceeding, the parties 
to the prior action are bound by the 
claim established in that prior action. 
A further extension of plaintiff’s rights 
in such cases is seen in the recently 
adopted section 17 of the Illinois Civil 
Practice Act; interpreted as permitting 
a joinder of all personal representatives 
in order to put at rest “the ancient 
nightmare of privity.” 


The Renounceable Will: The Prob- 
lem of the Incompetent Spouse 
LAWRENCE M. FRIEDMAN. Wisconsin Law 
Review, May, 1958 (Madison. $1). 

The problems taken up here are most 
critical in states which permit a sur- 
viving spouse to renounce the share al- 
loted to him or her by decedent’s will, 
and to take instead the so-called “intes- 
tate” share provided by statute. Such re- 
nunciation, however, presents two prob- 
lems, one procedural and one substan- 
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tive. The procedural problem springs 
from the supposition that the surviving 
spouse possesses a sound mind and is 
capable of exercising a direct choice. The 
substantive question presupposes a right 
to renounce in some agency, even when 
the surviving spouse is incompetent. 
This, in turn, raises the further prob- 
lem: on what basis shall the election be 
made? The resolution of these problems 
in court decisions and statutes is re- 
duced to a “majority” and “minority” 
rule, with an apparent preference on the 
part of the author for the New York 
rule (Sec. 18, Dec. Est. Law) as a fair 
solution to the renounceable will puzzle. 


Estate Planning Techniques: Charit- 
able Gifts and Ownership of For- 
eign Property 
GEORGE D. WEBSTER. Tennessee Law Re- 
view, Summer, 1958 (Knoxville, $1.50). 

The Treasury Department’s “bargain 
counter,” — testamentary and intervivos 
gifts to charity — presents important 
opportunities for tax savings in the 
area of estate planning. Well considered 
information is gathered here with a view 
to benefiting both the taxpayer-donor 
and the recipient of gifts to charities. 
Among the basic requirements for tax 
deductions in connection with such gifts, 
Mr. Webster analyzes aspects of appre- 
ciated property, gifts of annuity and life 
income contracts; gifts of income, of 
remainders, contingent interests and 
uses for a term; life insurance; family 
foundations and foreign real estate. 


Estate Planning and Conflict of Laws 


RALPH E. HEYMAN. Cincinnati Law Review, 
Summer, 1958. 


Where an estate plan embraces proper- 
ty located in various states, it may be 
governed by different policies or local 
laws in determining such questions as 
the validity of the plan itself, or its in- 
terpretation or administration. Trusts of 
land are almost uniformly subject to the 
law of the situs, but other provisions in 
estate plans may be valid in one juris- 
diction and yet run counter to the laws 


of another state. This article discusses 
three of the problems involved in testing 
the validity of estate plans against the 
public policy of different states. These 
three problems arise under interpreta- 
tions of the rule against perpetuities, 
the policy of mortmain legislation, and 
the policy of protection of the surviving 
spouse. 


Accounting Phases of Estate Planning 


A Symposium, The New York Certified Public 
Accountant, September, 1958 (677 Fifth Ave., 
New York 22; 50¢). 

Benjamin Grund, in a foreword to this 
symposium, points out that the certified 
public accountant plays an important 
role in the estate planning team through 
his ability to assemble and analyze the 
fundamental financial data necessary for 
the solution of the intricate problems. 
And he states “Tax considerations are 
not always the prime consideration. Fam- 
ily problems and the preservation of 
values are of first importance.” 

There follow the addresses of four 
members of the Committee on Estate 
Planning of the New York Society of 
CPA’s at the 1958 Annual Conference. 
Problems involving “Valuations, Gifts 
and Income Tax Savings” are discussed 
by Oscar Hanigsberg. William K. Carson 
analyzes “Problems of the Businessman, 
the Professional Man and the Partner- 
ship.” Miriam I. R. Eolis considers “Life 
Insurance Aspects,” and Morton Geller 
rounds out the panel with a discussion 
of “Charitable Foundations, Marital De- 
ductions and other Phases.” Particular 
problems under each topic mentioned are 
identified by subheadings, and are 
treated in brief paragraph form. 


A A A 


TREATISE SUPPLEMENTS ISSUED 


The 1958 supplements to two out- 
standing treatises have just been issued 
by Matthew Bender and Company, Inc. 
of Albany. The works are Powell on Real 
Property, and Nossaman’s Trust Ad- 
ministration and Taxation. 
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Thirteen trust topics are _ inc|uded 
among the 39 theses by bankers ¢+ the 
Graduate School of Banking, Ruigers, 
which have been approved for perm:nent 
library placement. They will be «dded 
to the collections in the libraries of Har. 
vard, Rutgers and the American Bankers 
Association. The theses are now 


being 

printed and will be ready for distribu- 
tion by January 15. 

The topics and authors of trust sub- 


jects are: 


“Considerations in the Preparation and 
Distribution of Forms of Profit-Sharing 
Plans and Trust Agreements” by Robert 
Hamill Clements, second vice president, 
Continental National Bank & Trust Co.. 
Chicago 

“Administration of Health and Wée- 
fare Funds” by Joseph L. Healy, assist- 
ant trust officer, Old Colony Trust Co,, 
Boston 

“Minimizing Costs of Operations in 
Small and Medium-Sized Trust Depart- 
ments” by William F. Holland, senior 
trust examiner, Federal Reserve Bank of 
New York 

“A Trustee’s Problem: Appointment of 
Income Derived from Shares of Stock 
in Pennsylvania” by John M. Karnick, 
assistant trust officer, First Pennsylvania 
Banking & Trust Co., Philadelphia 

“New York’s Modified Prudent Man 
Investment Rule” by Robert N. Kay, as- 
sistant trust officer, Bank of New York 

“Greater Profits Through Better Trust 
Organization” by Wallace G. Mathis, 
trust officer, Citizens Fidelity Bank & 
Trust Co., Louisville 

“The Preparation of a Trust Depart- 
ment Policy Handbook” by C. Coleman 
McGegee, trust officer, First & Merchants 
National Bank, Richmond 

“The Medium-Sized Trust Department 
—Its Operations and Committee Organ- 
ization” by Paul W. Morse, vice presi- 
dent, trust officer and secretary, Che 
mung Canal Trust Co., Elmira, N. Y. 

“Collective Investment Trusts for Em- 
ployee Benefit Plans” by Robert J. Mur- 
phy, assistant trust officer, Ohio National 
Bank, Columbus 

“The New York Experience under the 
Two Life Rule against Perpetuities” by 


coln Rochester Trust Co. 


“The Allocation of Stock Distribution f 


in New York State’ by Malcolm 4 
Stevenson, assistant trust officer, Banker’ 
Trust Co., New York 


“Principles and Policies Applicable t 


Direction Trusts” by William T, Windle, 
Jr., assistant trust investment officer 
Girard Trust Corn Exchange %ank: 
Philadelphia 

“Powers of Appointment” by ‘to J, 
Zack, assistant trust officer, C »icag! 


Title & Trust Co. 
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THOMAS E. WILSON, one of the or- 
ganivers of the American Meat Insti- 
tute and former board chairman of Wil- 
son & Co., left an estate estimated as 
being substantially in excess of $1 mil- 
lion, He bequeathed all articles of house- 
hold furnishings, boats, books, pictures, 
jewelry, silverware etc., to his wife, and 
left the residuary estate in two equal 
trusts designated as “family group” 
trusts for his son and daughter and 
their respective lawful descendants. 

The will names The First National 
Bank of Chicago and the two children as 
trustees and directs them to distribute 
so much of the net income and principal 
“as in the opinion of the corporate trus- 
tee shall be reasonably necessary or de- 
sirable to provide for Mrs. Wilson’s wel- 
fare, support and comfort.” Such distri- 
butions are to be made ratably from the 
separate trusts. After giving effect to 
such distribution the trustees are autor- 
ized to pay remaining net income “to or 
for the benefit of the child in each family 
group in such amount as in the opinion 
of the corporate trustee shall be reason- 
ably necessary or desirable to provide 
for his or her welfare, support and com- 
fort. Any net income remaining is to be 
distributed for the benefit of descendants 
of the child of mine included in each 
family group for whom a separate trust 
is created.” 

Upon the death of the survivor of the 
testator’s wife and the child designated 
in the separate “family group” trust, the 
trustees are to distribute such trust to 
or for the benefit of the lawful de- 
scendants of the testator, other than such 
child, according to the testamentary di- 


rections of such child. Distributions to 
trust beneficiaries, other than income 
payments, are to be withheld until each 
attains the age of 35 years. 


The children and the bank are also 
as executors. 


Pau B. Pew, executive vice president 


of the Linde Air Products division of 
Union Carbide Corp., bequeathed to his 
Wife all his personal effects, jewelry 
and | ousehold goods, including garden 
tools. 'o her he gave a portion of his es- 
tate, ‘the value of which shall be exactly 
the som needed to obtain the maximum 
Marii 


: i deduction allowable in determin- 
ing i>e Federal Estate Tax on my estate 
after ‘aking into account all other prop- 
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erty whether or not passing under this 
my Last Will and Testament, with re- 
spect to which such deduction is allow- 
able.” The entire residuary estate is left 
in trust with The Hanover Bank of New 
York City as trustee. Net income is to 
be paid to Mrs. Pew during her lifetime, 
the principal to be paid over to the testa- 
tor’s children upon her death. The trustee 
is given discretion to apply up to $5,000 
yearly, out of the principal of the trust, 
for the “proper care, support and general 
welfare” of Mrs. Pew, who is named 
executrix under the will. The fiduciaries 
are authorized to retain any property 
forming part of the estate, including 
shares of stock in Union Carbide, 


Recent corporate fiduciary appointments: 


PAUL B. SOMMERS, retired president of 
American Insurance Co.: National 
Newark (N.J.) & Essex Banking Co., 
co-executor and co-trustee. 

JOSEPH HAAG, JR., president of Todd 
Shipyards Corp.: Chemical Corn Ex- 
change Bank, New York, co-executor. 

NELSON L. WHITAKER, chairman of 
Graflex, Inc., manufacturer of photo- 
graphic equipment: Security Trust Co., 
Rochester, co-executor and co-trustee. 








Will of Pope Pius XII 


Miserere mei, Deus, secundum magnam 
misericordiam Tuam [Have mercy on me, 
God, according to Thy great mercy]. 

These words which I, knowing myself 
to be unworthy and inadequate, pro- 
nounced when I accepted with trepidation 
my election as Supreme Pontiff, I now 
repeat with much greater justification 
since realization of the deficiencies, short- 
comings and mistakes committed dur- 
ing such a long pontificate and in such 
a grave era has made my shortcomings 
and unworthiness clearer to my mind, 

I humbly ask pardon of all those I 
may have offended, harmed or scandal- 
ized with my words and works. I beg 
those with whom the matter rests not to 
busy themselves or to worry about erect- 
ing any monument to my memory. It is 
enough that my poor mortal remains be 
laid to rest simply in a sacred place 
which will be the more gratifying the 
more it is obscure. 

I do not need to ask for prayers for 
my soul. I know how numerous are those 
prayers which the usual stipulations of 
the Apostolic See and the piety of the 
faithful offer for every dead Pope. 

I do not even need to leave a “spiritual 
testimony” as so many zealous prelates 
are laudably wont to to do, because the 
many documents and speeches uttered 
by me in connection with the require- 
ments of my office are sufficient to make 
known, to all those who perchance may 
wish to know, my thoughts on various 
religious and moral questions. 

Having said this, I name as my uni- 
versal heir the Holy Apostolic See, from 
which I received so much, as if from a 
very loving mother. 

15 May, 1956. 

(Signed) PIUS PP XII. 
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CHARITABLE ‘TRUSTS 

Sufficient to Create 

California—District Court of Appeal 

Estate of Rollins, 163 A.C.A. 242 (Aug. 28, 

1958). 

Mrs. Rollins’ holographic will con- 
tained the following residuary clause: 
“The remainder to go to some charitable 
institution, or research fund, or for a 
suitable memorial to my mother and 
father (no statue or monument).” The 
Attorney General appealed from a decree 
finding the provision ineffective to cre- 
ate a charitable trust. 

HELD: Reversed. A trust may exist 
though no trustee is named and no in- 
tent to create a trust is stated. To sus- 
tain the bequest it must limit the use of 
the fund to charitable purposes, but here 
the will manifests such an intent. The 
earlier California decisions “were some- 
what quick to find the possibility of a 
non-charitable use” but the more recent 
eases indicate a more liberal approach. 

The decedent’s will having been ex- 
ecuted more than 30 days but less than 
six months before her death, the char- 
itable gift was ineffective, under Probate 
Code Section 41, as against collateral 
heirs except to the extent of one-third 
of her estate. 


Language 


FIDUCIARIES — Administrator Must 
Be Selected from Statutory Class 


United States—Court of Appeals, 
District of Columbia Circuit 


Patricia G. Brooks v. DeLacy, administrator, 
Estate of Walter G. Maholm, decided June 19, 
1958. 


Decedent died intestate survived by 
his widow and a daughter by a previous 
marriage. Both petitioned the Court to 
be appointed as administratrix. The re- 
lationship between the two was strained 
and the District Court appointed appellee, 
a disinterested member of the Bar, as 
administrator. The daughter appealed. 


HELD: Reversed. Even though the 
widow had failed in an earlier proceeding 
to establish a document as decedent’s 
will and was seeking to charge the estate 
with expenses of that proceeding over 
the daughter’s opposition, the District 
Court was not justified in appointing a 
complete outsider as administrator. The 
District Court should have made the 
appointment from the class defined in 
Sectidn 20-204 of the District Code 
(1951), ie. either to the widow or the 
daughter provided neither is disqualified 
by statute. 
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INVESTMENT POWERS — Trustee Not 
Permitted to Invest in Stock under 
Instrument Predating Change in 
Law 


Pennsylvania—Supreme Court 
Kelsey Estate, 393 Pa. 513. 


A Deed of Trust, executed in 1914, 
authorized the trustee to invest in bonds, 
mortgages and other securities as it 
deemed proper, but in no event to invest 
in stocks. By amendments to the Fidu- 
ciaries Investment Act in 1949, 1951 and 
1953, trustees were authorized to invest 
in preferred and common stocks of a 
prescribed quality, unless expressly pro- 
hibited by the instrument creating the 
trust. In 1955 the trustee under the Deed 
invested in a common stock of the re- 
quired quality, and later sold it at a 
loss. At the audit of the trustee’s ac- 
count, the guardian and trustee ad litem 
demanded that the trustee be surcharged 
for the loss because the investment was 
not authorized by the Deed. The lower 
Court denied the surcharge and the 
guardian and trustee ad litem appealed. 


HELD: Reversed, Settlor clearly and 
unequivocally prohibited the trustee from 
investing in stocks. The Deed cannot be 
rewritten to attain a beneficial and wise 
result that settlor would have provided 
had he possessed a knowledge of all pres- 
ently existing circumstances. He had a 
right to condition his bounty to suit 
himself so long as he violated no law 
in so doing. 

Kelsey Estate, 393 Pa. 513. 


NOTE: The Court refused to permit 
investment in stocks in two other cases 
recently decided, namely, in Jefferies Es- 
tate, 393 Pa. 523, where the will dated in 
1922 gave the trustees authority to in- 
vest in non-legal securities but expressly 
forbade investment in shares of stock, 





and in Saunders Estate, 393 Pa. 527 
where the will dated in 1935 autho: izeq 
the trustee to invest in government bonds 
or bonds guaranteed by the governnient, 


Joint TENANCY — Character of Pro- 
ceeds Upon Sale of Real Property 
Held by Joint Tenants 


Illinois—Supreme Court 
Public Aid Com. v. Stille, 14 Ill. 2d 344. 


In this action to recover the amount of 
old age assistance that had been fur- 
nished to defendant’s husband, the ques. 
tion arose as to whether a joint tenancy 
in personal property had been created 
where the proceeds of a sale of real 
property held in joint tenancy were 
immediately deposited in a safety de- 
posit box rented by the vendors under 
a “joint tenancy” rental agreement, such 
property then passing to defendant as 
surviving joint tenant. 

HELD: In the absence of an intention 
to create a joint tenancy in personal 
property with the right of survivorship, 
the proceeds of a sale of real property 
held in joint tenancy become subject to 
a tenancy in common with no right of 
survivorship. The rental agreement speci- 
fying that the property was jointly held 
with a right of survivorship does not of 
itself serve to establish rights between 
the lessees of the safety deposit box but 
is merely the definition of rights of the 
lessees aS a group as against the lessor. 

The court distinguished Watson ». 
Watson, 5 Ill. 2d 529, which held that 
the proceeds of an installment contract 
to sell real estate passed to the sur- 
viving joint tenant where one of the 
vendors died before the purchase price 
had been paid in full. The court stated 
that where the sale has been completed 
and the proceeds paid in full, the joint 
tenancy comes to an end. 


LIFE TENANT & REMAINDERMAN — 
Presumption of Child Bearing Ca- 
pacity — Life Tenant Not Entitled 
to Represent Unborn Remainder- 
men in Proceeding for His Own 
Benefit 


Tennessee—Supreme Court 
Rodgers v. Rodgers, 315 S.W. 2d 521. 


Complainant was devised a life estate 
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in certain realty with remainder to her 
children. If she died without issue there 
was a gift over to named beneficiaries. 
She was 46 years of age and had no 
children. Complainant filed this. suit 
seeking to have the property sold and 
the proceeds reinvested, or to have it 
mortgaged for needed repairs; in the 
alternative she prayed that she be de- 
clared the owner in fee, since it appeared 
that the remainder interest in her chil- 
dren would never arise and she held 
deeds from all named contingent re- 
maindermen. The chancellor overruled 
a demurrer urging dismissal of the bill 
for lack of jurisdiction over the unborn 
remaindermen. 

HELD: Reversed and dismissed. There 
is a legal presumption that complainant 
will always be able to have children. 
There is no valid service of process on 
these unborn children, since the statutes 
permitting publication do not apply to a 
case of this type. Accordingly any decree 
rendered in the case could not bind fu- 
ture remaindermen. The life tenant may 
not represent such unborn remainder- 
men under the doctrine of virtual repre- 
sentation. Although Tennessee recognizes 
this doctrine, it cannot apply to a non- 
adversary proceeding brought by the 
life tenant. 


LIFE TENANT & REMAINDERMAN — 
Undistributed Income Belongs to 
Life Tenant’s Estate 


Pennsylvania—Supreme Court 
Kenny Estate, 393 Pa. 30. 


Testatrix gave a sum to her trustee to 
pay the income to Durkin, and as much 
of the principal as the trustee deemed 
necessary for his well being, and at his 
death to pay his funeral expense from 
unexpended income and the principal if 
necessary. The principal then remaining 
and the undistributed income was to be 
divided among his brothers and sisters 
who survived him. 

During the period of the trust, the 
trustee received stock dividends on the 
shares of Insurance Company of North 
America received by the trustee at the 
inception of the trust, of which $8,341.90 
was allowable to income. These dividends 
were claimed by Durkin’s executor and 
by a remainderman. 

The lower Court decided that the testa- 
trix’s intention was primarily to benefit 
Durkin, and the absolute gift of the 
income to him is not cut down by the 
subsequent language referring to undis- 
tributed income. The remainderman ap- 


Peale: 


HELD: Affirmed on the opinion of the 
lower 


Court. 
A A A 
® Re ‘ef from British estate duty where 
the p yperty has been taxed on a death 


Within five years is extended by Section 
30 of ‘he Finance Act. 
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TAXATION — Estate & Inheritance — 
Legacies Held General Charge on 
Estate and Not Subject to Federal 
Estate Taxes 


Tennessee—Supreme Court 
Moore v. Moore, 315 S.W. 2d 526. 


By a codicil to his will, testator di- 
rected the payment of a monthly sum to 
three beneficiaries during their lives, 
and provided that the bequests “shall be 
subject to whatever inheritance taxes as 
may be applicable thereto.” The chancel- 
lor held that these bequests constituted 
general legacies, to be a charge upon the 
entire estate and that they were sub- 
ject to state inheritance taxes, but not 
to federal estate taxes. 

HELD: Affirmed. The legacies are 
general, and are followed by a disposi- 
tion of the residuary estate. Consequent- 
ly they are a charge upon all property 
in the residuary estate, including real 
estate. The testator clearly intended to 
distinguish between federal and state 
taxes on these bequests by making them 
subject only to inheritance taxes. Men- 
tioning these taxes manifests an intent 
to exclude federal estate taxes against 
them, and amounts to a direction that 
the residuary estate shall bear such 
taxes. Nothing in the Tennessee appor- 
tionment statutes requires a different re- 
sult. 


WILLs — Construction — Remainder 
in Real Estate Subject to Charge 
Was Not Contingent 


Missouri—Supreme Court, Div. 1 


Uphaus v. Uphaus, 315 S.W. 2d 801. 


Testator devised certain real estate to 
his son Jesse for natural life. The will 
provided that at his death there should 
be paid to the son’s wife, if she survived 
him, $3,000 “out of said real estate.” 
The will further provided that the re- 
mainder, after the payment of the $3,000, 
“shall go to and descend equally to the 
rest of my children or their descendants, 
share and share alike, per stirpes.” 

During Jesse’s lifetime a suit was 
brought for partition of the remainder 
interest in the real estate. This suit was 
opposed on the ground that the remain- 
ders to the testator’s children were con- 
tingent and would not vest until the 
life tenant’s death, and therefore the 
land would not be subject to partition 
during the existence of the life estate. 
The trial court held that the remainders 
were vested and decreed partition. 

HELD: Affirmed. The law favors the 
vesting of testamentary gifts at the 
earliest possible date because that usual- 
ly better conforms to the testator’s mean- 
ing, when the intention is not clear. 
Remainder estates do not necessarily be- 
come contingent because they are limited 
to take effect on the death of a life 
tenant. The language used in the will re- 
ferred to the time that the remaindermen 
were to have possession and not to the 


time when the estates were to vest. The 
phrase “out of said real estate,” in con- 
nection with the bequest to Jesse’s widow, 
indicated an intention that the sum be- 
queathed to her should be a charge 
against the real estate rather than a 
direction that the real estate was to be 
converted to personalty at Jesse’s death. 

The only contingency involved as to 
the remaindermen was the value of their 
remainders. The fact that the value of 
a remainder is contingent upon certain 
events does not make it contingent as to 
the time of its vesting. 


WILLs — Construction — What Was 
Intended by Survivorship 


Pennsylvania—Supreme Court 
Collins Estate, 393 Pa. 519. 


Testatrix gave certain real property 
to three children for life upon the con- 
dition that if any one should die “the 
surviving one or ones is or are given, 
devised and bequeathed the real estate 
forever.” All three survived the testa- 
trix. One child died in 1953 and the sec- 
ond died in 1956 and by will devised her 
estate to her son and his wife. The third 
child still survives. 

A petition for declaratory judgment 
to determine the ownership of the real 
estate was filed by the second child’s de- 
visees against the surviving child and 
the lower Court decided that title was 
vested in the surviving child. The peti- 
tioners appealed. 
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HELD: Reversed. Title vested in fee 
in the two surviving children at the 
death of the first child. The will says 
that if any one of the three children 
dies, the surviving one or ones is or 
are given the real estate forever. The 
language was necessary to cover the 
situation where one or two of the chil- 
dren predeceased testatrix, or where all 
three survived her and two died in a 
common disaster. 


WILLs — Mutual & Contractual — 
Agreement Not Presumed from 
Mutual Wills 


Rhode Island—Supreme Court 


Williams v. Rhode Island Hospital Trust Co., 
143 A. 2d 324. 


Bill in equity was brought by heirs at 
law of deceased husband based upon 
breach by wife of her alleged contract 
with the husband to execute and keep 
unrevoked a will giving to the heirs 
certain amounts of property. The Trial 
Court applied the rule that such a con- 
tract must be proved by clear and con- 
vineing evidence, holding that complain- 
ants had not so proved the existence of 


the alleged contract, and dismissed the 
bill. 





STATEMENT OF THE OWNERSHIP, 
MANAGEMENT AND CIRCULATION 
REQUIRED BY THE ACT OF CON- 
GRESS OF AUGUST 24, 1912, AS 
AMENDED BY THE ACTS OF MARCH 
3, 1933, AND JULY 2, 1946 (Title 39, 
United States Code, Section 233) 

Of TRUSTS and ESTATES ‘eget 
published monthly at New York, N. 
for October 1, 1958. 


1. That the names and addresses of 
the publisher, editor, managing editor, 
and business managers are: 

Publisher, Christian C. Luhnow, “Mag- 
nolia” Gordonsville, Virginia. Editor, 
Christian C. Luhnow, “Magnolia” Gor- 
donsville, Virginia. Managing editor, P. 
Philip Lacovara, 50 East 42 Street, New 
York 17, N. Y. Business manager, M. M. 
Imbro, 50 East 42 Street, New York 17. 

2. That the owner is: Fiduciary Pub- 
lishers, Inc., 50 East 42 Street, New York 
iM, oe YX. Christian C. Luhnow, Stock 
Holder, 90 Shares, Gordonsville, Virginia; 
Josephine L. Luhnow, Stock Holder, 30 
Shares, Gordonsville, Virginia. 

3. That the known bondholders, mort- 
gagees, and other security holders owning 
or holding 1 percent or more of total 
amount of bonds, mortgages, or other se- 
curities are: None. 

4. Paragraphs 2 and 83 include, in 
cases where the stockholder or security 
holder appears upon the books of the 
company as trustee or in any other fidu- 
ciary relation, the name of the person or 
corporation for whom such trustee is 
acting; also the statements in the two 
paragraphs show the affiant’s full knowl- 
edge and belief as to the circumstances 
and conditions under which stockholders 
and security holders who do not appear 
upon the books of the company as trus- 
tees, hold stock and securities in a ca- 
pacity other than that of a bona fide 
owner. CHRISTIAN C, LUHNOW 

Sworn to and subscribed before me this 
25th day of September, 1958. 

P. PHILIP LACOVARA 
Notary Public 
(My commission expires March 30, 1959) 
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HELD: Affirmed. Citing Sparks on 
“Contracts to Make Wills” that the 
presence of either joint or mutual wills 
does not raise any presumption that they 
were executed in pursuance of a con- 
tract, the opinion contains interesting 
rulings on the admissibility of “hearsay 
on hearsay,” and applies as a test ap- 
plicable to alleged privileged communi- 
cations made to a lawyer, whether they 
were made to the witness “as a friend” 
or “as a lawyer.” The Trial Court’s ex- 
clusion of the evidence offered was sus- 
tained. 


WILLs — Probate — Attesting Wit- 
nesses Need Not Sign Together 


New York—Surrogate’s Court, Westchester Co. 
Matter of Willenborg, N.Y.L.J., Oct. 30, 1958. 





The propounded holographic in=try- 
ment was signed by the testator an at- 
tested by one witness, About one year 
later the testator acknowledged her sig. 
nature to a second witness who <hen 
signed the instrument. Did the one year 
interval between the two attestations 
compel the denial of probate? 

HELD: The statute does not prescribe 
any time limit within which the will must 
be witnessed. While the signing and at- 
testing of a will is generally a contin. 
uous act, there is no requirement that 
there be continuity. The court is relue- 
tant to deny probate to an instrument 
written in decedent’s hand, with all 
other requirements of due _ execution 
present, solely because of a one-year in- 
terval between attestations. 
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CHEMICALS PIGMENTS 


Dhtbebel-me Gclolos 


$9 million 
was invested 
for the 
completion 
fo} Mb cot- led amet =a 4 
facilities : 
Tome ep aeleketer, 
these 
Glidden 


products 


PAINTS 


FINANCIAL HIGHLIGHTS from the 1958 annual report 















1958 1957 1958 1957 
Is 5, i is iw vn o-ese ane $217,352,681 $225,537,291 Expenditures for plant and 
Income from operations .... 14,224,874 15,668,621 equipment .............. $ 9,214,395 $ 12,465,415 
Income before taxes onincome 12,350,062 15,387,437 Working capital .......... 52,572,371 53,100,132 
Taxes on income .......... 6,287,000 8,123,000 Current ratio oo, 3.64 296 
et Maree... . 0.6.00 0ss- 6,063,062 7,264,437 Shareholders’ equity ....... 87,303,838 85,837,116 
Per common share ......- 2.64 3.16 Per common share ....... 37.99 37.35 
Cash dividends declared .... 4,596,340 4,594,340 
Ter comneene dheee ...... 2.00 2.00 Shares outstanding ........ 2,298, #70 2,298,170 
% of net income ........ 15.8% 63.2% Number of shareholders ... . 22,405 21,686 
Number of employees ...... 6,353 6,455 
Earnings reinvested ........ $ 1,466,722 $ 2,670,097 Wages, salaries and employee 
Depreciation and amortization 5,838,032 5,046,378 benefits -......... $ 87,278,752 $ 37,008,568 
Per common share ....... 2.54 2.20 Per employee ........... 5,868 5,733 
the 1958 annual report of THE COMPANY 


is available upon request by writing to The Glidden Company 
980 Union Commerce Building, Cleveland 14, Ohio 


Attorneys can understand his work... 


Intensive preparation is a particularly vital part of 
the Connecticut General man’s work . . . 

You'll realize this on his very first visit. The notes 
the CG man brings represent hours of fact-digging. 
These facts reveal the special problems of one of 
your clients. 

The purpose behind his study is to pave the way 
for solving these problems so that vour client can 
attain his goals in life. To this end, where neces- 
sary, the CG man will make sound suggestions for 
use of assets along more productive lines. 

Nothing factual is left to the imagination. It’s all 


there for you in the CG man’s study — inviting 
your analysis and your counsel for the benefit of 
your client. 


Behind the CG man’s efficiency lies an honest de- 
sire to be of help. Often, from the first meeting 
grows a rewarding relationship with you and with 
your client that lasts a long, long time. 


Connecticut General Life Insurance Company, 
Hartford 


Life . . . Accident . Health . . . Pension Trusts 
Group Insurance and Pension Plans. . . Annuities 


CONNECTICUT GENERAL 





